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H.R.1050 


To  improve  budgetary  information  by  recpiiring  that  the  unified  budget  pre- 
sented by  the  President  contain  an  operating  budget  and  a  capital 
budg3t,  distinguish  between  Federal  funds  and  trust  funds,  and  for 
other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

February  23,  1993 
Mr.  Clinger  (for  himself,  Mr.  HORN,  Mr.  Zelifp,  Mr.  Machtley,  Mr. 
Thomas  of  Wyoming,  Mr.  Wise,  and  Mr.  HaSTERT)  introduced  the  fol- 
lowing bill;  which  was  referred  jointly  to  the  Committees  on  Government 
Operations  and  Public  Works  and  Transportation 


A  BILL 

To  improve  budgetary  information  by  requiring  that  the  uni- 
fied budget  presented  by  the  President  contain  an  operat- 
ing budget  and  a  capital  budget,  distinguish  between 
Federal  funds  and  trust  funds,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assemhUd, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Federal  Budget  Struc- 

5  ture  Act  of  1993". 

(V) 


VI 


2 

1  SEC.  2.  STATEMENT  OF  FINDING  AND  PURPOSE. 

2  (a)  Statement  op  Finding. — Congress  finds  that 

3  the  existing  budget  obscures  the  distinctions  between  cap- 

4  ital  activities  and  operating  activities,  and  between  Fed- 

5  eral  funds  and  trust  funds  so  as  to  hinder  identifying  the 

6  resources  needed  to  meet  the  Grovemment's  needs. 

7  (b)  Purpose. — It  is  the  purpose  of  this  Act  that  the 

8  unified  budget  present  a  capital  budget  and  an  operating 

9  budget,  and  distinguish  between  Federal  funds  and  trust 

10  funds,  in  order  to  provide  better  and  more  relevant  infor- 

11  mation  on  the  revenues,  expenses,  and  financing  require- 

12  ments  of  Government  programs  and  activities. 

1 3  SEC.  3.  CAPITAL  AND  OPERATING  BUDGETS. 

14  Title  31,  United  States  Code,  is  amended  by  inserting 

15  after  section  1105  the  following  new  section: 

16  **§  1105a.  Capital  and  operating  budgets 

17  "(a)(1)  The  budget  of  the  United  States  submitted 

18  by  the  President  under  section  1105  of  this  title  shall  be 

19  a  unified  budget  composed  of  an  operating  budget  and  a 

20  capital  budget. 

21  "(2)  Operating  and  capital  budgets  shall  be  presented 

22  separately  for  total  funds.  Federal  funds,  and  trust  funds. 

23  "(b)(1)  Actual,   estimated,   and  proposed  amounts 

24  shall  be  presented  for  total  funds.  Federal  funds,  and  trust 

25  fiinds  and,  at  a  minimum,  shall  contain — 


VM 


1  "(A)  for  the  operating  budget  the  following:  (i) 

2  operating  revenues,  (ii)  operating  expenses,  (iii)  op- 

3  erating   surplus/defieit   before    interfund    transfers, 

4  (iv)  interfund  transfers,  and  (v)  operating  surplus/ 

5  deficit; 

6  "(B)  for  the  capital  budget  the  following:  (i) 

7  capital  revenues,   (ii)  capital  investments,   (iii)  net 

8  capital  investments,  (iv)  interfund  transfers,  and  (v) 

9  capital  financing  requirements; 

10  "(C)  items  not  affecting  funds;  and  Ox 

11  "(D)  unified  budget  financing  requirements. 

12  "(2)   The  capital  budget  shall  represent  only  the 

13  major  activities,  projects,  and  programs  which  support  the 

14  acquisition,  construction,  alteration,  and  rehabilitation  of 

15  capital  assets.  All  other  activities,  projects,  and  programs 

16  shall  be  represented  in  the  operating  budget. 

17  "(c)  In  addition  to  the  unified  budget  submitted  by 

18  the  President  as  required  by  subsections  (a)  and  (b)  of 

19  this  section,  the  President  shall  present  information  in  the 

20  form  required  by  subsection  (b)(1)  for  accounts,  agencies, 

21  and  functions,  to  the  extent  applicable. 

22  "(d)  In  this  section — 

23  "(1)  'unified  budget'  means  a  budget  in  which 

24  revenues  and  expenses  for  Federal  funds  and  trust 
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1  fiinds  are  consolidated  to  display  totals  for  the  Fed- 

2  eral  Government  as  a  whole; 

3  "(2)  'trust  funds'  means — 

4  "(A)  the  Federal  Old-Age  and  Survivors 

5  Insurance  Trust  Fund, 

6  "(B)  the  Federal  Hospital  Insurance  Trust 

7  Fund, 

8  "(C)  the  Civil  Service  Retirement  and  Dis- 

9  ability  Fund, 

10  "(D)  the  Military  Retirement  Fund, 

11  "(E)  the  Federal  Supplementary  Medical 

12  Insurance  Trust  Fund, 

13  "(F)  the  Unemployment  Trust  Fund, 

14  "(6)    the    Federal    Disability    Insurance 

15  Trust  Fund,  and 

16  "(H)  such  other  funds  or  accounts  of  the 

17  Grovemment  that  the  Director  of  the  Office  of 

18  Management  and  Budget,  in  consultation  with 

19  the  Comptroller  Grcneral,  determines  should  be 

20  classified  as  trust  funds  in  order  to  fulfill  the 

21  purpose  of  this  section; 

22  "(3)  'Federal  funds'  includes  all  accounts  of  the 

23  Government  that  are  not  trust  funds; 

24  "(4)   'total  funds'   means  Federal  funds  and 

25  trust  funds  and  represents  the  unified  budget; 
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1  "(5)  'capital  assets'  means  physical  assets  and 

2  financial  assets,  but  does  not  include  consumable  in- 

3  ventories; 

4  "(6)    'physical    assets'    means   tangible    assets 

5  whose  ownership  is  or  will  be  in  the  public  domain; 

6  which  typically  produce  services  or  benefits,  indud- 

7  ing  for  national  defense  and  security,  for  more  than 

8  2  years;  and  which  have  an  initial  cost  equal  to  or 

9  more  than  $100,000;  such  assets  include,  but  are 

10  not  limited  to — 

11  "(A)  roadways  and  bridges; 

12  "(B)  airports  and  airway  facilities; 

13  "(C)  mass  transportation  systems; 

14  "(D)  waste  water  treatment  and  related 

15  facilities; 

16  "(E)  water  resource  projects; 

17  "(F)  medical  facilities; 

18  "(G)  resource  recovery  facilities; 

19  "(H)  public  structures; 

20  "(I)  space  and  communication  facilities; 

21  "(J)  defense  facilities; 

22  "(K)  major  weapons  platforms;  and 

23  "(L)  strategic  petroleum  reserves  and  min- 

24  eral  stockpiles; 


6 

1  "(7)   'financial  assets'  means  interests  of  the 

2  Federal  Govemment  in,  and  claims  of  the  Federal 

3  Government   against,    foreign   governments,    States 

4  and  their  poUtical  subdivisions,  corporations,  asso- 

5  ciations,  and  individuals  and  their  resources  which 

6  are   represented   by  a   legal   instrument   (such   as 

7  bonds,  debentures,  notes,  and  other  securities),  less 

8  any  credit  subsidy  costs  attributable  to  such  finan- 

9  cial  assets; 

10  "(8)  'credit  subsidy  costs'  means  the  losses  in- 

1 1  curred  by  the  Federal  Govemment  as  a  result  of  its 

12  direct  and  guaranteed  loans,  including  such  costs  as 

13  interest  and  default; 

14  "(9)   'consumable  inventories'   means  tangible 

15  assets  of  the  Federal  Gi)vemment,  including  stock- 

16  piles,  supplies,  and  inventories,  which  typically  are 

17  consumed  within  2  years  or  which  have  an  initial 

18  price  less  than  $100,000; 

19  "(10)  'operating  revenues'  means  all  receipts  of 

20  the  Federal  Grovernment,  other  than  those  identified 

21  in  paragraph   (16),   including  profits   and   interest 

22  earned  on  financial  assets; 

23  "(11)  'operating  expenses'  means  all  expenses 

24  of  the  Federal  Govemment,  other  than  those  identi- 

25  fied  in  paragraph  (17),  including  interest  payments 
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1  on  debts,  asset  consumption  charge,  and  credit  sub- 

2  sidy  costs; 

3  "(12)     'the    operating    surplus/deficit    before 

4  interfund  transfers'   means  the  difference  between 

5  operating  revenues  and  operating  expenses  before 

6  interfund  transfers; 

7  "(13)   'interfund  transfers'  means  the  flow  of 

8  revenues  between  Federal  funds  and  trust  funds  ac- 

9  counts  that  are  expenses  from  the  account  making 

10  the  payments  and  revenues  to  the  account  receiving 

1 1  the  payments; 

12  "(14)  'operating  surplus/deficit'  means  the  op- 

13  crating    surplus/deficit    before    interfund    transfers 

14  plus  or  minus  interfund  transfers; 

15  "(15)    'asset   consumption   charge'    means   the 

16  systematic  allocation  of  the  original  cost — ^historical, 

17  replacement,  or  current  value — of  a  physical  asset 

18  (excluding  national  monuments  and  land)  financed 

19  by  the  appropriation  accounts  for  which  the  capital 

20  budget  required  by  this  section  applies; 

21  "(16)  'capital  revenues'  means  receipts  of  the 

22  Federal  Government  derived  from  the  repayment  of 

23  principal  invested  in  financial  assets,  and  taxes,  col- 

24  lections,  and  receipts  dedicated  by  statute,  for  the 

25  acquisition,  construction,  and  rehabilitation  of  cap- 
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1  ital  assets  which  relate  to  the  activities,  functions, 

2  and  programs  represented  by  the  capital  budget; 

3  "(17)  'capital  investments'  means  expenditures 

4  of  the  Federal  Government,  including  those  imder 

5  grants,  contracts,  and  leases,  which  are  for  the  ac- 

6  quisition,  construction,  and  rehabilitation  of  capital 

7  assets; 

8  "(18)    'net    capital    investments'    means    the 

9  amount  by  which  capital   investments  exceed  the 

10  asset  consumption  chai^; 

11  "(19)   'capital   financing  requirements'   means 

12  net  capital   investments   plus   or   minus   interfund 

13  transfers; 

14  "(20)     'items     not     affecting    funds'     means 

15  noncash  outlays  of  the  Federal  Grovemment;  and 

16  "(21)   'unified  budget  financing  requirements' 

17  means  the  total  of  the  operating  surplu^deficit  and 

18  the  net  capital  financing  requirements  less  items  not 

19  affecting  funds.". 

20  SEC.  4.  CONFORMING  AMENDMENTS. 

21  (a)  Duties  op  Comptroller  General. — Section 

22  1112  of  title  31,  United  States  Code,  is  amended — 

23  (1)  in  subsection  (c)(1)  by  inserting  "criteria, 

24  principles,  and  standards  for  determining  the  con- 

25  tents  of  the  operating  and  capital  budgets  required 
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1  under  section  1105a  of  this  title,  and"  after  "includ- 

2  ing";  and 

3  (2)  by  adding  at  the  end  thereof  the  following 

4  new  subsection: 

5  "(g)  The  Comptroller  General  shall  review  and  report 

6  to  the  Congress  on  the  implementation  of  section  1105a 

7  of  this  title  as  the  Comptroller  General  deems  necessary. 

8  A  review  by  the  Comptroller  General  may  include,  but 

9  need  not  be  limited  to,  determining  whether  (1)  the  actual, 

10  estimated,  and  proposed  appropriations,  receipts,  and  in- 

1 1  vestments  presented  in  the  capital  budget  represent  activi- 

12  ties,  functions,  and  programs  which  support  the  acquisi- 

13  tion,  construction,  alteration,  and  rehabilitation  of  capital 

14  assets,  and  (2)  the  classifications  made  by  the  Director 

15  of  the  Office  of  Management  and  Budget  under  section 

16  1105a(d)(2)(H)  of  this  title  further  the  purposes  of  sec- 

17  tion  1105a.". 

18  (b)  Chapter  Analysis. — The  analysis  for  chapter 

19  11  of  such  title  is  amended  by  inserting  after  the  item 

20  relating  to  section  1105  the  following: 

"1105a.  Capital  and  operating  budgets.". 

21  SEC.  5.  PUBLIC  WORKS  FINANCING  INFORMATION. 

22  Title  VII  of  the  Public  Works  and  Economic  Develop- 

23  ment  Act  of  1965  (42  U.S.C.  3211-3226)  is  amended  by 

24  adding  at  the  end  thereof  the  following  new  section: 
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1  "SEC.  717.  PUBUC  WORKS  FINANCING  INFORMATION. 

2  "(a)  Transportation  Reports. — Not  later  than 

3  12  months  after  the  date  of  the  enactment  of  the  Federal 

4  Budget  Structure  Act  of  1991,  and  annually  thereafter, 

5  the  Secretary  of  Transportation  shall  report  to  the  House 

6  Committee  on  PubUc  Works  and  Transportation  and  the 

7  Senate  Committee  on  Environment  and  Public  Works,  at 

8  the  account,  function,  and  agency  levels,  the  actual,  esti- 

9  mated,  and  proposed  appropriations,  receipts,  and  e3q)end- 

10  itures  for  capital  activities  and  operating  activities  associ- 

1 1  ated  with  the  following: 

12  "(1)  roadways  and  bridges; 

13  "(2)  airports  and  airway  facilities;  and 

14  "(3)  mass  transportation  systems. 

15  "(b)  Water  Pollution  Reports. — Not  later  than 

16  12  months  after  the  date  of  the  enactment  of  the  Federal 

17  Budget  Structure  Act  of  1991,  and  annually  thereafter, 

18  the  Administrator  of  the  Environmental  Protection  Agen- 

19  cy  shall  report  to  the  House  Committee  on  Public  Works 

20  and  Transportation  and  the  Senate  Committee  on  Envi- 

21  ronment  and  Public  Works,  at  the  account  and  function 

22  levels,  the  actual,  estimated,  and  proposed  appropriations, 

23  receipts,  and  expenditures  for  capital  activities  and  operat- 

24  ing  activities  associated  with  waste  water  treatment  and 

25  related  facilities. 
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1  "(c)  Water  Resources  Reports. — Not  later  than 

2  12  months  after  the  date  of  the  enactment  of  the  Federal 

3  Budget  Structure  Act  of  1991,  and  annually  thereafter, 

4  the  Assistant  Secretary  of  the  Army  for  Civil  Works  shall 

5  report  to  the  House  Committee  on  P*ublic  Works  and 

6  Transportation  and  the  Senate  Committee  on  Environ- 

7  ment  and  Public  Works,  at  the  account  and  fimction  lev- 

8  els,  the  actual,  estimated,  and  proposed  appropriations,  re- 

9  ceipts,  and  expenditures  for  capital  activities  and  operat- 

10  ing  activities  associated  with  water  resource  projects. 

11  "(d)  Public  Buildings  Reports. — Not  later  than 

12  12  months  after  the  date  of  the  enactment  of  the  Federal 

13  Budget  Structure  Act  of  1991,  and  annually  thereafter, 

14  the  Administrator  of  the  General  Services  Administration 

15  shall  report  to  the  House  Committee  on  Public  Works  and 

16  Transportation  and  the  Senate  Committee  on  Environ- 

17  ment  and  Public  Works,  at  the  account  and  function  lev- 

18  els,  the  actual,  estimated,  and  proposed  appropriations,  re- 

19  ceipts,  and  expenditures  for  capital  activities  and  operat- 

20  ing  activities  associated  with  pubhc  buildings.". 

O 


103d  congress 
1st  Session 


H.R.1138 


To  restructure  the  Federal  budget  process. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

February  24,  1993 
Mr.  Orton  (for  himself,  Mr.  BACCHUS  of  Florida,  Mr.  CONDIT,  Mr.  Ikous 
of  South  Carolina,  Mr.  McCOLLUM,  Mr.  Peterson  of  Minnesota,  Mr. 
Poshard,  Mr.  Shepherd,  Mr.  Stenholm,  and  Mr.  Zeliff)  introduced 
the  following  bill;  which  was  referred  jointly  to  the  Committees  on  Gov- 
ernment Operations,  Rules,  and  Public  Works  and  Transportation 


A  BILL 

To  restructure  the  Federal  budget  process. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TTTLE- 

4  This  Act  may  be  cited  as  the  "Comprehensive  Budget 

5  Process  Reform  Act  of  1993". 

(xvn) 
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1  TITLE      I— BALANCED      BUDGET 

2  WITH    ENFORCEMENT;    MAN- 

3  DATORY  CONSIDERATION  OF 

4  PRESIDENT'S  BUDGET 

5  SEC.    101.   SUBMISSION   OF   BALANCED   BUDGET   BY   THE 

6  PRESIDENT. 

7  Section  1105  of  title  31,  United  States  Code,  is 

8  amended  by  inserting  at  the  end  the  following  new  sub- 

9  sections: 

10  "(g)  Any  budget  submitted  to  Congress  pursuant  to 

11  subsection  (a)  for  the  1996-1997  biennium  shall  be  a 

12  budget  for  that  biennium  and  the  ensuing  biennium  that 

13  provides  for  a  balanced  budget  for  the  1998  fiscal  year 

14  and  subsequent  fiscal  years.  Any  budget  submitted  to  Con- 

15  gress  pursuant  to  subsection  (a)  for  a  fiscal  year  after  the 

16  1996-1997  biennium  shall  be  a  budget  that  provides  for 

17  a  balanced  budget  for  that  fiscal  year  and  the  ensuing 

18  fiscal  years.". 

19  SEC.  102.  REPORTING  OF  BALANCED  BUDGETS. 

20  Section  301  of  the  Congressional  Budget  Act  of  1974 

21  is  amended  by  inserting  at  the  end  the  following  new  sub- 

22  section: 

23  "(j)  Reporting  of  Balanced  Budgets. — ^Any  con- 

24  current  resolution  on  the  budget  for  the  1996-1997  bien- 

25  nium  as  reported  by  the  Committee  on  the  Budget  of  each 
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1  House,  shall  set  forth  appropriate  levels  for  the  biennium 

2  beginning  on  October  1  of  the  calendar  year  in  which  it 

3  is  reported  and  for  the  ensuing  biennium  for  the  matters 

4  described  in  section  301(a)  that  provides  for  a  balanced 

5  budget  by  the  1998  fiscal  year  and  the  ensuing  fiscal 

6  years.  Any  concurrent  resolution  on  the  budget  for  the 

7  1998-1999  biennium  or  any  ensuing  biennium,  as  re- 

8  ported  by  the  Committee  on  the  Budget  of  each  House, 

9  shall  set  forth  appropriate  levels  for  the  biennium  begin- 

10  ning  on  October  1  of  the  calendar  year  in  which  it  is  re- 

1 1  ported  and  for  each  of  the  ensuing  biennium  for  the  mat- 

12  ters  described  in  section  301(a)  that  provides  for  a  bal- 

13  anced  budget  for  fiscal  year  1998  and  the  ensuing  fiscal 

14  years. 

15  "(k)  CoNsroERATiON  OP  Balanced  Budgets. — It 

16  shall  not  be  in  order  in  the  House  of  Representatives  or 

17  the  Senate  to  consider  any  concurrent  resolution  on  the 

18  budget  for  the  1996-1997  biennium  that  does  not  provide 

19  for  a  balanced  budget  by  fiscal  year  1998  and  the  ensuing 

20  fiscal  years.  It  shall  not  be  in  order  in  the  House  of  Rep- 

21  resentatives  or  the  Senate  to  consider  any  concurrent  reso- 

22  lution  on  the  budget  for  the  1998-1999  biennium  or  any 

23  ensuing  biennium  that  does  not  provide  for  a  balanced 

24  budget  for  fiscal  year  1998  and  the  ensuing  fiscal  years.". 
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1  SEC.  103.  PROCEDURE  IN  THE  HOUSE  OF  REPRESENTA- 

2  TIVES. 

3  Section  305(a)  of  the  Congressional  Budget  Act  of 

4  1974  is  amended  by  inserting  at  the  end  the  following: 

5  "(8)(A)    If  the   Committee   on   Rules   of  the 

6  House  of  Representatives  reports  any  rule  or  order 

7  ,         providing  for  the  consideration  of  any  concurrent 

8  resolution  on  the  budget  for  a  biennium,  then  it 

9  shall  also,  within  the  same  rule  or  order,  provide 

10  for— 

11  "(i)  the  consideration  of  the  text  of  any 

12  concurrent  resolution  on  the  budget  for  that  bi- 

13  ennium    reported    by    the    Committee    on    the 

14  Budget  of  the  House  of  Representatives  pursu- 

15  ant  to  section  301(j);  and 

16  "(ii)  the  consideration  of  the  text  of  each 

17  concurrent  resolution  on  the  budget  as  intro- 

18  duced  by  the  m^gority  leader  pursuant  to  sub- 

19  paragraph  (B); 

20  and  such  rule  or  order  shall  assure  that  a  separate 

21  vote  occurs  on  each  such  budget. 

22  "(B)  The  majority  leader  of  the  House  of  Rep- 

23  resentatives  shall  introduce  a  concurrent  resolution 

24  on  the  budget  reflecting,  without  substantive  revi- 

25  sion,  the  budget  submitted  by  the  President  pursu- 
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1  ant  to  section  1105(g)  of  title  31,  United  States 

2  Code,  as  soon  as  practicable  after  its  submission.". 

3  SEC.  104.  PROCEDURE  IN  THE  SENATE. 

4  Section  305(b)  of  the  Congressional  Budget  Act  of 

5  1974  is  amended  by  inserting  at  the  end  the  following: 

6  "(7)  Notwithstanding  any  other  rule,  it  shall  al- 

7  ways  be  in  order  in  the   Senate  to  consider  an 

8  amendment  to  a  concurrent  resolution  on  the  budget 

9  for  a  biennium  comprising  the  text  of  any  budget 
10  submitted  by  the  President  for  that  biennium  as  de- 
ll scribed  in  section  1105(g)  of  title  31,  United  States 

12  Code.". 

13  SEC.  105.  OMB  DEFICIT  FORECAST. 

14  (a)  OMB  Report  op  Estimated  Deficit. — Not 

15  later  than  September  1  of  each  calendar  year,  the  Director 

16  of  the  Office  of  Management  and  Budget  shall  submit  to 

17  Congress  a  report  setting  forth  a  current  estimate  of  the 

18  surplus  or  deficit  in  the  budget  for  the  Federal  Grovem- 

19  ment  for  the  fiscal  year  ending  on  September  30  of  that 

20  calendar  year. 

21  (b)  OMB  Report  of  Actual  Deficit. — Not  later 

22  than  October  15  of  each  calendar  year,  the  Director  of 

23  the  Office  of  Management  and  Budget  shall  submit  to 

24  Congress  a  report  setting  forth  the  actual  surplus  or  defi- 
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1  eit  in  the  budget  for  the  Federal  Government  for  the  fiscal 

2  year  ending  on  September  30  of  that  calendar  year. 

3  (c)  Calculations  of  Deficits. —  Any  calculation 

4  made  by  0MB  for  a  fiscal  year  to  carry  out  this  section 

5  shall  not  include  any  spending  decreases  or  revenue  in- 

6  creases  made  pursuant  to  section  106  with  respect  to  any 

7  prior  fiscal  year. 

8  SEC.  106.  REPAYMENT  OF  PRIOR  BIENNIUM'S  DEFICIT. 

9  (a)  Reconciliation  Legislation. — ^If  the  report 

10  sent  to  Congress  under  section  105(b)  for  a  fiscal  year 

1 1  indicates  that  there  was  a  deficit  in  that  fiscal  year,  then, 

12  before  the  end  of  that  session  of  Congress,  Congress  shall 

13  either — 

14  (1)  eliminate  that  deficit  through  the  enactment 

15  of  reconciliation  legislation;  or 

16  (2)  waive  the  requirement  to  eliminate  that  def- 

17  icit  through  the  enactment  of  legislation  (which  shall 

18  be  approved  on  final  passage  by  each  House  of  Con- 

19  gress  by  a  recorded  vote)  the  sole  purpose  of  which 

20  is  to  waive  that  requirement  for  that  biennium. 

21  (b)  Look-Back  Enforcement. — If  Congress  ad- 

22  joums  to  end  a  session  without  complying  with  subsection 

23  (a)  for  a  fiscal  year,  then  there  shall  be  a  sequestration 

24  to  offset  the  amount  of  the  deficit  for  that  fiscal  year.  The 

25  amount  required  to  be  sequestered  shall  be  obtained  by 
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1  reducing  all  accounts  of  the  Government  by  a  uniform  per- 

2  centage,  except  that  no  reduction  of — 

3  (1)  payments  for  net  interest  (all  of  mjgor  fanc- 

4  tional  category  900);  or 

5  (2)  benefits  payable  under  the  old-age,  survi- 

6  vors,  and  disability  insurance  program  established 

7  under  title  11  of  the  Social  Security  Act; 

8  shall  be  made.  This  sequestration  shall  be  implemented 

9  by  the  issuance  of  an  order  by  the  President.  This  order 

10  shall  be  effective  on  issuance. 

1 1  SEC.  107.  EFFECTIVE  DATE. 

12  This  title  and  the  amendments  made  by  it  shall  be- 

13  come  effective  for  the  concurrent  resolution  on  the  budget 

14  for  the  1996-1997  biennium  and  shall  be  ftdly  reflected 

15  in  the  budget  for  the  1996-1997  biennium  required  to  be 

16  submitted  by  the  President  in  1995  as  required  by  section 
1-7  1105(a)  of  title  31,  United  States  Code. 

18       TITLE  II— BIENNIAL  BUDGET 

19  SEC.  201.  FINDINGS  AND  PURPOSE. 

20  (a)   Findings. — The  Congress  finds  and  declares 

21  that  the  present  annual  Federal  budgeting  process — 

22  (1)  allows  insufficient  time  for  the  fulfillment 

23  by  the   Congress   of  its   legislative   and   oversight 

24  responsibilities; 
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1  (2)  allows  insufBcient  time  for  the  review  and 

2  consideration  by  the  Congress  of  authorizing  legisla- 

3  tion,  budget  resolutions,  and  appropriation  biUs  and 

4  resolutions  and  other  spending  measures; 

5  (3)  allows  insufficient  time  for  the  evaluation  of 

6  costly  and  complicated  Federal  programs,  and  there- 

7  by  contributes  to  the  unrestrained  growth  of  the 

8  Federal  budget;  and 

9  (4)   allows  insufficient  time  for  agencies  and 

10  State  and  local  governments  to  plan  for  the  imple- 

1 1  mentation  of  programs. 

12  (b)  Purpose. — It  is  the  purpose  of  this  title — 

13  (1)  to  estabUsh  a  process  through  which  the 

14  Federal    budget   will    be    adopted    for    a    two-year 

15  period; 

16  (2)  to  improve  congressional  control  over  the 

17  Federal  budget  process; 

18  (3)  to  streamline  the  requirements  of  the  budg- 

19  et  process  in  order  to  promote  better  accountability 

20  to  the  public; 

21  (4)   to  improve  the  legislative  and  budgetary 

22  processes  by  providing  additional  time  for  congres- 

23  sional  oversight  and  other  vital  legislative  activities; 

24  (5)  to  provide  stability  and  coherence  for  recipi- 

25  ents  of  Federal  funds;  and  ^ 
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1  (6)  to  implement  other  improvements  in  the 

2  Federal  budget  process. 

3  SEC.  202.  REVISION  OF  TIMETABLB. 

4  Section  300  of  the  Congressional  Budget  Act  of  1974 

5  (2  U.S.C.  631)  is  amended  to  read  as  follows: 

6  "timetable 

7  "Sec.  300.  The  timetable  with  respect  to  the  Con- 

8  gressional  budget  process  for  any  Congress  (beginning 

9  with  the  One  Hundred  Third  Congress)  is  as  follows: 

"FHrst  Session 

"On  or  before:  Action  to  be  completed: 

First  Monday  in  Pebniaiy President  submits  budget  recommendations. 

February  15 Congressional  Budget  OfBce  submits  report  to 

Budget  Committees. 

PAruary  25 Committees  submit  views  and  estimates  to 

Budget  Committees. 

March  31 Senate  Budget  Committee  reports  concurrent 

resolution  on  the  biennial  budget. 

April  15 Congress  completes  action  on  concurrent  reso- 
lution on  the  biennial  budget. 

May  15 Biennial  appropriation  bills  may  be  considered 

in  the  House. 

June  10 House  Appropriations  Committee  reports  last 

biennial  appropriation  bill. 

September  1 0MB  submits  report  setting  forth  estimate  of 

surplu^deficit  for  current  fiscal  year. 

September  30 Congress  completes  action  on  reconciliation 

legislation. 

September  30 Congress  completes  action  on  biennial  appro- 
priation bills. 

October  1  Biennium  begins. 

October  15  0MB  submits  report  setting  forth  actual  sur- 

plu^deficit  for  fiscal  year  ending  September 
30. 

"Second  Session 

"On  or  before:  Action  to  be  completed: 

May  15 Congressional  Budget  OfBce  submits  report  to 

Budget  Committees. 
September  1  0MB  submits  rqwrt  setting  forth  estimate  of 

surplu^deficit  for  current  fiscal  year. 
October  15  0MB  submits  report  setting  forth  actual  sur- 

plu^deficit  for  fiscal  year  ending  September 

30. 
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"Second  Session — Continued 

The  last  day  of  the  session  Congress  completes  action  on  bills  and  resolu- 
tions authorizing  new  budget  authority  for 
the  succeeding  biennium.". 

1  SEC.  203.  AMENDMENTS  TO  THE  CONGRESSIONAL  BUDGET 

2  AND  mPOUNDMENT  CONTROL  ACT  OF  1974. 

3  (a)  Amendment  op  the  Congressional  Budget 

4  Act  of  1974. — Whenever  in  this  section  an  amendment 

5  or  repeal  is  expressed  in  terms  of  an  amendment  to,  or 

6  repeal  of,  a  section  or  other  provision,  the  references  shall 

7  be  to  a  section  or  other  provision  of  the  Congressional 

8  Budget  Act  of  1974. 

9  (b)  Declaration  of  Purpose. — Section  2(2)  (2 

10  U.S.C.  621(2))  is  amended  by  striking  "each  year"  and 

1 1  inserting  "biennially". 

12  (c)  Definitions. — 

13  (1)  Section  3(4)  (2  U.S.C.  622(4))  is  amended 

14  by  striking  "fiscal  year"  each  place  it  appears  and 

15  inserting  "biennium". 

16  (2)  Section  3  (2  U.S.C.  622)  is  further  amend- 

17  ed  by  adding  at  the  end  thereof  the  foUowing  new 

18  paragraph: 

19  "(11)  The  term  'biennium'  means  the  period  of 

20  2  consecutive  fiscal  years  beginning  on  October  1  of 

21  any  odd-numbered  year,". 

22  (d)  Duties  of  CBO.— 
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1  (1)  Section  202(f)(1)  (2  U.S.C.  602(f)(1))  is 

2  amended — 

3  (A)   by  striking   "February    15   of  each 

4  year"  and  inserting  "February  15  of  each  odd- 

5  numbered  calendar  year"; 

6  (B)  by  striking  "the  fiscal  year  commenc- 

7  ing"  and  inserting  "each  fiscal  year  in  the  bien- 

8  nium  commencing"; 

9  (C)  by  striking  "such  fiscal  year"  the  first 

10  place  it  appears  and  inserting  "such  biennium"; 

11  and 

12  (D)  by  striking  "such  fiscal  year"  the  sec- 

13  ond  place  it  appears  and  "each  fiscal  year  in 

14  such  biennium". 

15  (2)  Section  202(f)  (2  U.S.C.  602(f))  is  fiirther 

16  amended — 

17  (A)  in  paragraph  (2)  by  striking  "The  Di- 

18  rector  shall  from  time  to  time"  and  inserting 

19  "On  May  15  of  each  even  numbered  year  and 

20  at   such   other   times    as    he    or    she    deems 

21  appropriate,  the  Director  shall". 

22  (B)  in  paragraph  (3) — 

23  (i)  by  striking  "January  15"  and  in- 

24  serting  "Februaiy  15", 
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1  (ii)  by  striking  "each  year"  and  in- 

2  serting     "each     even-numbered     calendar 

3  year", 

4  (iii)  by  striking  "the  fiscal  year  end- 

5  ing  September  30  of  that  calendar  year"  in 

6  clause  (A)  and  inserting  "either  fiscal  year 

7  in  the  biennium  beginning  October  1  of  the 

8  preceding  calendar  year", 

9  (iv)  by  striking  "the  fiscal  year  ending 

10  September  30  of  that  calendar  year"  in 

11  clause  (B)  and  inserting  "either  fiscal  year 

12  of  such  biennium",  and 

13  (v)  by  striking  "fiscal  year  beginning 

14  October  1  of  that  calendar  year"  and  in- 

15  serting  "succeeding  biennium". 

16  (e)  Biennial  Concurrent  Resolution  on  the 

17  Budget. — 

18  (1)     Section    301(a)     (2    U.S.C.     632(a))    is 

19  amended —  v 

20  (A)  by  striking  "April   15  of  each  year" 

21  and  inserting  "April  15  of  each  odd-numbered 

22  year"; 

23  (B)  by  striking  "the  fiscal  year  beginning 

24  on  October  1  of  such  year"  the  first  place  it  ap- 
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1  pears  and  inserting  "the  biennium  beginning  on 

2  October  1  of  such  year"; 

3  (C)  by  striking  "the  fiscal  year  beginning 

4  on  October  1  of  such  year"  the  second  place  it 

5  appears  and  inserting  "each  fiscal  year  in  such 

6  period";  and 

7  (D)  by  striking  "each  of  the  two  ensuing 

8  fiscal  years"  and  inserting  "each  fiscal  year  in 

9  the  succeeding  biennium". 

10  (2)    Section    301(b)    (2    U.S.C.    632(b))    is 

1 1  amended — 

12  (A)  in  the  matter  preceding  paragraph  (1) 

13  by  inserting  "for  a  biennium"  after  "concurrent 

14  resolution  on  the  budget";  and 

15  (B)  in  paragraph  (3)  by  striking  "for  such 

16  fiscal  year"  and  inserting  "for  either  fiscal  year 

17  in  such  biennium". 

18  (3)  Section  301(d)  (2  U.S.C.  632(d))  is  amend- 

19  ed  by  striking  "Within  6  weeks  after  the  President 

20  submits  a  budget  under  section  1105(a)  of  title  31, 

21  United  States  Code"  and  inserting  "On  or  before 

22  February  25  of  each  odd-numbered  year". 

23  (4)     Section    301(e)     (2    U.S.C.     632(e))     is 

24  amended — 
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1  (A)  in  the  first  sentence  by  striking  "fiscal 

2  year"  and  inserting  "biennium"; 

3  (B)  by  inserting  between  the  second  and 

4  third  sentences  the  followmg  new  sentence:  "On 

5  or  before  March  31  of  each  odd-numbered  year 

6  the  Committee  on  the  Budget  of  each  House 

7  shall  report  to  its  House  the  concurrent  resolu- 

8  tion  on  the  budget  referred  to  in  subsection  (a) 

9  for  the  biennium  beginning  on  October  1  of 

10  that  year.";  and 

11  (C)  in  paragraph  (6) — 

12  (i)   by  striking  "five"   and   inserting 

13  "four", 

14  (ii)  by  striking  "such  fiscal  year"  and 

15  inserting  "the  first  fiscal  year  of  such  bien- 

16  nium,",  and 

17  (iii)  by  striking  "such  period"  and  in- 
Ig  serting  "such  four-fiscal-year  period". 

19  (5)  Section  301(f)  (2  U.S.C.  632(f))  is  amend- 

20  ed  by  striking  "fiscal  year"  each  place  it  appears 

21  and  inserting  "biennium". 

22  (6)    The    section    heading   of   section    301    is 

23  amended  by  striking  "annual"  and  inserting  "bien- 

24  nial". 
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1  (7)  The  table  of  contents  set  forth  in  section 

2  1(b)  is  amended  by  striking  "Annual"  in  the  item 

3  relating  to  section  301  and  inserting  "Biennial". 

4  (f)  Committee  Allocations. — 

5  (1)  Paragraphs  (1)  and  (2)  of  section  302(a)  (2 

6  U.S.C.  633(a))  are  amended— 

7  (A)  by  inserting  "for  a  biennium"  after 

8  "budget"  the  first  place  it  appears  in  each  such 

9  paragraph;  and 

10  (B)  by  inserting  "for  each  fiscal  year  in 

11  such   biennium"    after   "estimated   allocation" 

12  each  place  it  appears. 

13  (2)    Section    302(c)     (2    U.S.C.    633(c))    is 

14  amended — 

15  (A)  by  striking  "for  a  fiscal  year"  each 

16  place  it  appears  and  inserting  "for  either  fiscal 

17  year  in  a  biennium";  and 

18  (B)  by  striking  "for  such  fiscal  year"  each 

19  place  it  appears  and  inserting  "for  such  bien- 

20  nium". 

21  (3)  Section  302(f)(1)   (2  U.S.C.  633(f)(1))  is 

22  amended — 

23  (A)  by  striking  "for  a  fiscal  year"  and  in- 

24  serting  "for  a  biennium",  and 
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1  (B)  by  striking  "such  fiscal  year"   each 

2  place  it  appears  in  the  matter  preceding  sub- 

3  paragraph  (A)  and  inserting  "a  fiscal  year  in 

4  such  biennium". 

5  (4)  Section  302(f)(2)  is  amended— 

6  (A)  by  striking  "for  a  fiscal  year"  and  in- 

7  serting  "for  a  bienniimi", 

8  (B)  by  striking  "for  such  fiscal  year"  and 

9  inserting  "for  a  biennium",  and 

10  (C)  by  striking  "4  succeeding"  and  insert- 

11  ing  "3  succeeding". 

12  (g)  Section  303  Point  of  Order. — 

13  (1)  Section  303(a)  (2  U.S.C.  634(a))  is  amend- 

14  ed  by  striking  "fiscal  year"  each  place  it  appears 

15  and  inserting  "biennium". 

16  (2)    Section    303(b)     (2    U.S.C.     634(b))    is 

17  amended — 

18  (A)  in  subparagraphs  (A)  and  (B)  of  para- 

19  graph  (1)  and  paragraph  (2)  by  striking  "the 

20  fiscal  year"  each  place  it  appears  and  inserting 

21  "biennium";  and 

22  (B)  in  paragraph  (1)  by  striking  "any  cal- 

23  endar  year"  and  inserting  "any  odd-numbered 

24  calendar  year". 
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1  (h)  Permissible  Revisions  of  Concurrent  Res- 

2  OLUTIONS  ON  THE  BUDGET. — Section  304  (2  U.S.C.  635) 

3  is  amended — 

4  (1)  by  striking  "fiscal  year"  the  first  two  places 

5  it  appears  and  inserting  "biennimn"; 

6  (2)  by  striking  "for  such  fiscal  year";  and 

7  (3)  by  inserting  before  the  period  "for  such 

8  biennium". 

9  (i)  Procedures  For  Consideration  of  Budget 

10  Resolutions.— Section  305(b)(3)  (2  U.S.C.  636(b)(3)) 

11  is  amended — 

12  (1)  by  striking  "the  concurrent"  and  inserting 

13  "a  concurrent";  and 

14  (2)    by   striking   "fiscal   year"    and   msertmg 

15  "biennium". 

16  (j)  Reports  and  Summaries  of  Congressional 

17  Budget  Actions. — 

18  (1)(A)  Section  308(a)(1)  (2  U.S.C.  639(a)(1)) 

19  is  amended — 

20  (i)  in  the  matter  preceding  subparagraph 

21  (A)  by  striking  "fiscal  year  (or  fiscal  years)" 

22  and  inserting  "biennium", 

23  (ii)  in  subparagraph  (A)  by  striking  "fiscal 

24  year   (or   fiscal  years)"   and   inserting  "bien- 

25  nium",  and 
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1  (iii)  in  subparagraph  (C)  by  striking  "such 

2  fiscal   year    (or   fiscal   years)"    and    inserting 

3  "such  biennium". 

4  (B)  Section  308(a)(2)  is  amended  by  striking 

5  "fiscal  year  (or  fiscal  years)"  and  inserting  "bien- 

6  nium". 

7  (2)  Section  308(b)(1)  (2  U.S.C.  639(b)(1))  is 

8  amended — 

9  (A)  by  striking  "each  fiscal  year  covered 

10  by  a  concurrent  resolution  on  the  budget"  the 

11  first  place  it  appears  and  inserting  "a  bien- 

12  nium"; 

13  (B)  by  inserting  "for  such  biennium"  after 

14  "concurrent  resolution  on  the  budget";  and 

15  (C)  by  striking  "the  fiscal  year  preceding 

16  the  first  fiscal  year  covered  by  the  appropriate 

17  concurrent  resolution"  and  inserting  "each  fis- 

18  cal  year  in  the  biennium  preceding  such  bien- 

19  nium". 

20  (3)     Section    308(c)     (2    U.S.C.     639(c))    is 

21  amended — 

22  (A)  by  striking  "Five"  in  the  subsection 

23  heading  and  inserting  "Four"; 
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1  (B)  by  striking  "fiscal  year"  each  place  it 

2  appears  in  the  matter  preceding  paragraph  (1) 

3  and  inserting  "biennium";  and 

4  (C)  by  striking  "5  fiscal  years"  and  insert- 

5  ing  "4  fiscal  years". 

6  (k)  Completion  op  Action  on  Regular  Appro- 

7  PRLiTiON    Bills.— Section    309    (2    U.S.C.    640)    is 

8  amended — 

9  (1)  by  inserting  "of  any  odd-numbered  calendar 

10  year"  after  "July"; 

11  (2)  by  striking  "annual"  and  inserting  "regu- 

12  lar";  and 

13  (3)    by    striking    "fiscal    year"    and    inserting 

14  "biennium". 

15  (1)  Reconciliation  Process. — 

16  (1)    Section    310(a)     (2    U.S.C.     641(a))    is 

17  amended — 

18  (A)  by  striking  "any  fiscal  year"  in  the 

19  matter  preceding  paragraph  (1)  and  inserting 

20  "any  biennium"; 

21  (B)  in  paragraph  (1)  by  striking  "such  fis- 

22  cal  year"  each  place  it  appears  and  inserting 

23  "each  fiscal  year  in  such  biennium";  and 

24  (C)  in  paragraph  (2)  by  inserting  "for  each 

25  fiscal  year  in  such  biennium"  after  "revenues". 
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1  (2)     Section    310(e)     (2    U.S.C.     641(e))    is 

2  amended — 

3  (A)  by  striking  "20  hours"  in  paragraph 

4  (2)  and  inserting  "100  hours";  and 

5  (B)  by  adding  at  the  end  thereof  the  fol- 

6  lowing  new  paragraph: 

7  "(3)  It  shall  not  be  in  order  in  the  Senate  or 

8  the  House  of  Representatives  to  consider  any  rec- 

9  onciliation   bill   or   resolution   or   any   amendment 

10  thereto   or   any   conference   report   thereon   which 

11  changes  any  provision  of  law  other  than  provisions 

12  of  law  which — 

13  "(A)    provide    new    budget    authority    or 

14  spending      authority      described      in      section 

15  401(c)(2); 

16  "(B)  relate  to  revenues;  or 

17  "(C)  specify  the  amount  of  the  statutory 

18  limit  on  the  public  debt.". 

19  (3)     Section    310(f)     (2     U.S.C.     641(f))     is 

20  amended — 

21  (A)  by  inserting  "of  any  odd-numbered  cal- 

22  endar  year"  after  "July", 

23  (B)  by  striking  "fiscal  year  beginning  on 

24  October  1  of  the  calendar  year  to  which  the  ad- 

25  joumment   resolution   pertains"    and   inserting 
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1  "biennium  begiiming  on  October  1  of  such  cal- 

2  endar  year",  and 

3  (C)  by  striking  "for  such  fiscal  year"  and 

4  inserting  "for  such  biennium". 

5  (m)  Section  311  Point  of  Order. — 

6  (1)    Section   311(a)(1)    (2   U.S.C.    642(a))    is 

7  amended — 

8  (A)  by  striking  "for  a  fiscal  year"  and  in- 

9  serting  "for  a  biennium"; 

10  (B)  by  striking  "such  fiscal  year"  the  first, 

11  second,  and  third  places  it  appears  and  insert- 

12  ing  "a  fiscal  year  in  such  biennium"; 

13  (C)   by  inserting  "for  such   fiscal  year" 

14  after  "outlays"; 

15  (D)  by  striking  "concurrent  resolution  on 

16  the  budget  for  such  fiscal  year"  and  inserting 

17  "concurrent  resolution  on  the  budget  for  the  bi- 

18  ennium  in  which  such  fiscal  year  occurs"; 

19  (E)   by  inserting   "for   such   fiscal  year" 

20  after  "revenues"  the  first  place  it  appears;  and 

21  (F)   by   inserting   "for   such   fiscal  year" 

22  after  "set  forth"  the  second  place  it  appears. 

23  (2)    Section    311(b)     (2    U.S.C.     642(b))    is 

24  amended — 
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1  (A)  by  striking  "such  fiscal  year"  the  first 

2  place  it  appears  and  inserting  "a  biennium"; 

3  and 

4  (B)  by  striking  "such  fiscal  year"  the  sec- 

5  ond  place  it  appears  and  inserting  "either  fiscal 

6  year  in  such  biennium". 

7  (n)  Bills  Providing  New  Spending  Author- 

8  ITY.— Section  401(b)(2)  (2  U.S.C.  651(b)(2))  is  amended 

9  by  striking  "for  such  fiscal  year"  the  second  place  it  ap- 

10  pears  and  inserting  "for  the  biennium  in  which  such  fiscal 

11  year  occurs". 

12  (o)  Analysis  by  CBO.— Section  403(a)  (2  U.S.C. 

13  653(a))  is  amended — 

14  (1)  by  striking  "the  fiscal  year"  in  paragraph 

15  (1)  and  inserting  "each  fiscal  year  in  the  biennium"; 

16  (2)  by  striking  "each  of  the  4  fiscal  years  fol- 

17  lowing  such  year"  in  paragraph  (1)  and  inserting 

18  "each  fiscal  year  in  the  succeeding  biennium"; 

19  (3)  by  striking  "the  fiscal  year"  in  paragraph 

20  (2)  and  inserting  "each  fiscal  year  in  the  biennium"; 

21  and 

22  (4)  by  striking  "each  of  the  four  fiscal  years 

23  following  such  fiscal  year"   in  paragraph   (2)   and 

24  inserting    "each    fiscal    year    in    the    succeeding 

25  biennium". 
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1  SEC.    204.   AMENDMENTS   TO   TITLE    31,   UNITED    STATES 

2  CODE. 

3  (a)  Definition. — Section  1101  of  title  31,  United 

4  States  Code,  is  amended  by  adding  at  the  end  thereof  the 

5  following  new  paragraph: 

6  "(3)  'biennium'  has  the  meaning  given  to  such 

7  term  in  paragraph  (11)  of  section  3  of  the  Congres- 

8  sional   Budget  and  Impoundment   Control  Act  of 

9  1974  (2  U.S.C.  622(11))". 

10  (b)  Budget  Contents  and  Submission  to  the 

1 1  Congress. — 

12  (1)  So  much  of  section  1105(a)  of  title  31, 

13  United   States   Code,    as   precedes   paragraph    (1) 

14  thereof  is  amended  to  read  as  follows: 

15  "(a)  On  or  before  the  first  Monday  in  Februaiy  of 

16  each  odd-numbered  year,  beginning  with  the  One-Hun- 

17  dred-and-Fourth  Congress,  the  President  shall  transmit  to 

18  the  Congress,  the  budget  for  the  biennium  begmning  on 

19  October  1  of  such  calendar  year.  The  budget  transmitted 

20  under  this  subsection  shall  include  a  budget  message  and 

21  summary  and  supportmg  information.  The  President  shall 

22  include  in  each  budget  the  following:". 

23  (2)    Section    1105(a)(5)    of   title    31,    United 

24  States  Code,  is  amended  by  striking  "the  fiscal  year 

25  for  which  the  budget  is  submitted  and  the  4  fiscal 

26  years  after  that  year"  and  insertmg  "each  fiscal 
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1  year  in  the  biennium  for  which  the  budget  is  submit- 

2  ted  and  in  the  succeeding  biennium". 

3  (3)    Section    1105(a)(6)    of   title    31,    United 

4  States  Code,  is  amended  by  striking  "the  fiscal  year 
5.  for  which  the  budget  is  submitted  and  the  4  fiscal 

6  years  after  that  year"  and  inserting  "each  fiscal 

7  year  in  the  biennium  for  which  the  budget  is  submit- 

8  ted  and  in  the  succeeding  biennium". 

9  (4)  Section  1105(a)(9)(C)  of  title  31,  United 

10  States  Code,   is  amended  by  striking  "the   fiscal 

11  year"    and    inserting    "each    fiscal    year    in    the 

12  biennium". 

13  (5)    Section   1105(a)(12)   of  title   31,   United 

14  States  Code,  is  amended — 

15  (A)  by  striking  "the  fiscal  year"  in  sub- 

16  paragraph  (A)  and  inserting  "each  fiscal  year 

17  in  the  biennium";  and 

18  (B)  by  striking  "4  fiscal  years  after  that 

19  year"  in  subparagraph  (B)  and  inserting  "2  fis- 

20  cal  years  immediately  following  the  second  fiscal 

21  year  in  such  biennium". 

22  (6)    Section   1105(a)(13)   of  title   31,   United 

23  States   Code,   is   amended  by  striking   "the   fiscal 

24  year"    and    inserting    "each    fiscal    year    in    the 

25  bienniimi". 
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1  (7)   Section   1105(a)(14)   of  title   31,   United 

2  States  Code,  is  amended  by  striking  "that  year"  and 

3  inserting  "each  fiscal  year  in  the  biennium  for  which 

4  the  budget  is  submitted". 

5  (8)   Section   1105(a)(16)   of  title   31,   United 

6  States  Code,   is  amended  by  striking  "the   fiscal 

7  year"  and  inserting  "each  fiscal  year  in  the  bien- 

8  nium". 

9  (9)    Section   1105(a)(17)   of  title   31,   United 

10  States  Code,  is  amended — 

11  (A)  by  striking  "the  fiscal  year  following 

12  the  fiscal  year"  and  inserting  "each  fiscal  year 

13  in  the  biennium  following  the  biennium"; 

14  (B)  by  striking  "that  following  fiscal  year" 

15  and  inserting  "each  such  fiscal  year";  and 

16  (C)  by  striking  "fiscal  year  before  the  fis- 

17  cal  year"  and  inserting  "biennium  before  the 

18  biennium". 

19  (10)   Section  1105(a)(18)  of  title  31,  United 

20  States  Code,  is  amended — 

21  (A)  by  striking  "the  prior  fiscal  year"  and 

22  inserting  "each  of  the  2  most  recently  com- 

23  pleted  fiscal  years"; 

24  (B)  by  striking  "for  that  year"  and  insert- 

25  ing  "with  respect  to  that  fiscal  year";  and 
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1  (C)  by  striking  "in  that  year"  and  insert- 

2  ing  "in  that  fiscal  year". 

3  (11)   Section  1105(a)(19)  of  title  31,  United 

4  States  Code,  is  amended — 

5  (A)  by  striking  "the  prior  fiscal  year"  and 

6  inserting  "each  of  the  2  most  recently  com- 

7  pleted  fiscal  years"; 

8  (B)  by  striking  "for  that  year"  and  insert- 

9  ing  "with  respect  to  that  fiscal  year";  and 

10  (C)  by  striking  "in  that  year"  each  place 

11  it  appears  and  inserting  "in  that  fiscal  year". 

12  (c)   Estimated  Expenditures  op  Legislative 

13  AND  Judicial  Branches. — Section  1105(b)  of  title  31, 

14  United  States  Code,  is  amended  by  striking  "each  year" 

15  and  inserting  "each  even-numbered  year". 

16  (d)  Recommendations  to  Meet  Estimated  Defi- 

17  CIENCIES. — Section  1105(c)  of  title  31,  United  States 

18  Code,  is  amended — 

19  (1)  by  striking  "fiscal  year  for"  each  place  it 

20  appears  and  inserting  "biennium  for"; 

21  (2)  by  inserting  "or  current  biennium,  as  the 

22  case  may  be,"  after  "current  fiscal  year";  and 

23  (3)  by  striking  "that  year"  and  inserting  "that 

24  period". 
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1  (e)    Statement    With    Respect    to    Certain 

2  Changes.— Section  1105(d)  of  title  31,  United  States 

3  Code,  is  amended  by  striking  "fiscal  year"  and  inserting 

4  "biennium". 

5  (f)     Capital     Investment     Analysis. — Section 

6  1105(e)  of  title  31,  United  States  Code,  is  amended  by 

7  striking  "ensuing  fiscal  year"  and  inserting  "biennium  to 

8  which  such  budget  relates". 

9  (g)    Supplemental    Budget    Estimates    and 

10  Changes. — 

11  (1)  Section  1106(a)  of  title  31,  United  States 

12  Code,  is  amended — 

13  (A)  in  the  matter  preceding  paragraph  (1) 

14  by  striking  "fiscal  year"  and  inserting  "bien- 

15  nium"; 

16  (B)  in  paragraph  (1)  by  striking  "that  fis- 

17  cal  year"  and  inserting  "each  fiscal  year  in 

18  such  biennium"; 

19  (C)  in  paragraph  (2)  by  striking  "4  fiscal 

20  years  following  the  fiscal  year"  and  inserting  "2 

21  fiscal  years  following  the  biennium"; 

22  (D)  by  striking  "future  fiscal  years"  in 

23  paragraph  (3)  and  inserting  "the  2  fiscal  years 

24  following  the  biennium  for  which  the  budget  is 

25  submitted";  and 
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1  (E)  by  striking  "fiscal  year"  in  paragraph 

2  (3)  and  inserting  "biennium". 

3  (2)  Section  1106(b)  of  title  31,  United  States 

4  Code,  is  amended  by  striking  "the  fiscal  year"  and 

5  inserting  "each  fiscal  year  in  the  biennium". 

6  (h)   Year-Ahead   Requests   for  Authorizing 

7  Legislation. — Section  1110  of  title  31,  United  States 

8  Code,  is  amended — 

9  (1)  by  striking  "fiscal  year"  and  inserting  "bi- 

10  ennium  (beginning  on  or  after  October  1,  1993)", 

11  and 

12  (2)  by  striking  "year  before  the  year  in  which 

13  the  fiscal  year  begins"  and  inserting  "second  cal- 

14  endar  year  preceding  the  calendar  year  in  which  the 

15  biennium  begins". 

16  (i)  Budget  Information  on  Consulting  Serv- 

17  ices. — Section  1114  of  title  31,  United  States  Code,  is 

18  amended — 

19  (1)  by  striking  "The"  each  place  it  appears  and 

20  inserting  "For  each  biennium  beginning  with  the  bi- 

21  ennium  beginning  on  October  1,  1995,  the";  and 

22  (2)    by    striking    "each    year"    each    place    it 

23  appears. 
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1  SEC.  206.  TITLE  AND  STYLE  OF  APPROPRIATIONS  ACTS. 

2  Section  105  of  title  1,  United  States  Code,  is  amend- 

3  ed  to  read  as  follows: 

4  "§  105.  Title  and  style  of  appropriations  Acts 

5  "(a)  The  style  and  title  of  all  Acts  making  appropria- 

6  tions  for  the  support  of  the  Grovemment  shall  be  as  fol- 

7  lows:  'An  Act  making  appropriations  (here  insert  the  ob- 

8  ject)  for  the  biennium  ending  September  30  (here  insert 

9  the  odd-numbered  calendar  year) . ' . 

10  "(b)  All  Acts  making  regular  appropriations  for  the 

1 1  support  of  the  Government  shall  be  enacted  for  a  biennium 

12  and  shall  specify  the  amount  of  appropriations  provided 

13  for  each  fiscal  year  in  such  period. 

14  "(c)  For  purposes  of  this  section,  the  term  'biennium' 

15  has  the  same  meaning  as  in  section  3(11)  of  the  Congres- 

16  sional  Budget  and  Impoimdment  Control  Act  of  1974  (2 

17  U.S.C.  622(11)).". 

18  SEC.  206.  ASSISTANCE  BY  FEDERAL  AGENCIES  TO  STAND- 

19  ING  COMMITTEES  OF  THE  SENATE  AND  THE 

20  HOUSE  OF  REPRESENTATIVES. 

21  (a)  Information  Regarding  Agency  Appropria- 

22  tions  Requests. — To  assist  each  standing  committee  of 

23  the  Senate  and  the  House  of  Representatives  in  carrying 

24  out  its  responsibilities,  the  head  of  each  Federal  agency 

25  which  administers  the  laws  or  parts  of  laws  under  the  ju- 

26  risdiction  of  such  committee  shall  provide  to  such  commit- 
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1  tee  such  studies,  information,  analyses,  reports,  and  as- 

2  sistanee  as  may  be  requested  by  the  chairman  and  ranking 

3  minority  member  of  the  committee. 

4  (b)  ihfformation  regarding  agency  program 

5  Administration. — 

6  (1)    Furnishing    information. — To    assist 

7  each   standing  committee   of  the   Senate   and   the 

8  House  of  Representatives  in  carrying  out  its  respon- 

9  sibiUties,  the  head  of  any  agency  shall  famish  with- 

10  out  charge  to  such  committee  computer  tapes  or 

1 1  disks,  together  with  explanatory  documentation,  con- 

12  taining   information   received,    compiled,    or   main- 

13  tained  by  the  agency  as  part  of  the  operation  or  ad- 

14  ministration  of  a  program,  or  specifically  compiled 

15  pursuant  to  a  request  in  support  of  a  review  of  a 

16  program,  as  may  be  requested  by  the  chairman  and 

17  ranking  minority  member  of  such  committee. 

18  (2)   Minimizing  requests. — The   Committee 

19  on  House  Administration  of  the  House  of  Represent- 

20  atives  and  the  Committee  on  Rules  and  Administra- 

21  tion  of  the  Senate  shall  prescribe  rules  and  regula- 

22  tions  for  their  respective  Houses  which  will  minimize 

23  duplication  of  requests  under  paragraph  (1)  of  this 

24  subsection. 
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1  (c)  Summaries  by  Comptroller  General. — With- 

2  in  30  days  after  the  receipt  of  a  request  from  a  chairman 

3  and  ranking  minority  member  of  a  standing  conmiittee 

4  having  jurisdiction  over  a  program  being  reviewed  and 

5  studied  by  such  committee  under  this  section,  the  Comp- 

6  troUer  General  of  the  United  States  shall  furnish  to  such 

7  committee  summaries  of  any  audits  or  reviews  of  such  pro- 

8  gram  which  the  Comptroller  General  has  completed  during 

9  the  preceding  6  years. 

10  (d)  Congressional  Assistance. — Consistent  with 

1 1  their  duties  and  functions  under  law,  the  Comptroller  Gen- 

12  eral  of  the  United  States,  the  Director  of  the  Congres- 

13  sional  Budget  Office,  the  Director  of  the  Office  of  Tech- 

14  nology  Assessment,  and  the  Director  of  the  Congressional 

15  Research  Service  shall  furnish  to  each  standing  committee 

16  of  the  Senate  or  the  House  of  Representatives  such  infor- 

17  mation,  studies,  analyses,  and  reports  as  the  chairman  and 

18  ranking  minority  member  may  request  to  assist  the  com- 

19  mittee  in  conducting  reviews  and  studies  of  programs 

20  under  this  section, 

21  (e)  Secret  and  Classified  Information  Pro- 

22  TECTED. — This  section  does  not  require  the  public  disclo- 

23  sure  of  matters  that  are  specifically  authorized  under  cri- 

24  teria  established  by  an  Executive  order  to  be  kept  secret 

25  in  the  interest  of  national  defense  or  foreign  policy  and 
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1  are  in  fact  properly  classified  pursuant  to  such  Executive 

2  order,  or  which  are  otherwise  specifically  protected  by  law. 

3  This  section  does  not  require  any  committee  of  the  Senate 

4  to  disclose  publicly  information  the  disclosure  of  which  is 

5  governed  by  Senate  Resolution  400,  Ninety-fourth  Con- 

6  gress,  or  any  other  rule  of  the  Senate. 

7  SEC.  207.  AMENDlklENTS  TO  RULES  OF  HOUSE  OF  REP- 

8  RESENTATIVES. 

9  The   Rules   of  the   House   of  Representatives   are 

10  amended  as  follows: 

11  (1)  Clause  4(a)(1)(A)  of  rule  X  is  amended  by 

12  inserting  "odd-numbered"  after  "each". 

13  (2)  Clause  4(a)(2)  of  rule  X  is  amended  by 

14  striking  "such  fiscal  year"  and  inserting  "the  bien- 

15  nium  in  which  such  fiscal  year  begins". 

16  (3)  Clause  4(b)(2)  of  rule  X  is  amended  by 

17  striking  "first  concurrent  resolution  on  the  budget 

18  for  each  fiscal  year"  and  inserting  "concurrent  reso- 

19  lution  on  the  budget  required  under  section  301(a) 

20  of  the  Congressional  Budget  Act  of  1974  for  each 

21  biennium". 

22  (4)  Clause  4(f)  of  rule  X  is  amended  by  striking 

23  "annually"  each  place  it  appears  and  inserting  "bi- 

24  ennially". 

25  (5)  Clause  4(g)  of  rule  X  is  amended — 
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1  (A)  by  striking  "March  15  of  each  year" 

2  and  inserting  "March  15  of  each  odd-numbered 

3  year"; 

4  (B)  by  striking  "fiscal  year"  the  first  place 

5  it  appears  and  inserting  "biennium";  and 

6  (C)  by  striking  "that  fiscal  year"  and  in- 

7  serting    "each    fiscal    year    in    such    ensuing 

8  biennium". 

9  (6)  Clause  4(h)  of  rule  X  is  amended  by  strik- 

10  ing  "fiscal  year"  and  inserting  "biennium". 

11  (7)  Subdivision  (C)  of  clause  2(1)(1)  of  rule  XI 

12  is  repealed. 

13  (8)  Clause  4(a)  of  rule  XI  is  amended  by  strik- 

14  ing  "fiscal  year  if  reported  after  September  15  pre- 

15  ceding  the  beginning  of  such  fiscal  year"  and  insert- 

16  ing  "biennium  if  reported  after  August  1  of  the  year 

17  in  which  such  biennium  begins". 

18  (9)  Clause  2  of  rule  XLEX  is  amended  by  strik- 

19  ing  "fiscal  year"  and  inserting  "biennium". 

20  SEC.  208.  EFFECTIVE  DATE;  APPLICATION. 

21  (a)  In  General. — Except  as  provided  in  subsection 

22  (b),  this  title  and  the  amendments  made  by  it  shall  become 

23  effective  January  1,  1995,  and  shall  apply  to  bienniums 

24  beginning  after  September  30,  1995. 
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1  (b)  Fiscal  Year  1995. — Notwithstanding  subsection 

2  (a),  the  provisions  of — 

3  (1)  the  Congressional  Budget  Act  of  1974,  and 

4  (2)  title  31,  United  States  Code, 

5  (as  such  provisions  were  in  effect  on  the  day  before  the 

6  effective  date  of  this  Act)  shall  apply  to  the  fiscal  year 

7  beginning  on  October  1,  1994. 

8  (c)  Definition. — ^For  purposes  of  this  section,  the 

9  term  "biennium"  shall  have  the  meaning  given  to  such 

10  term  in  section  3(11)  of  the  Congressional  Budget  and 

11  Impoundment  Control  Act  of  1974  (2  U.S.C.  622(11)), 

12  as  added  by  section  202(b)(2)  of  this  Act. 

13  TITLE  III— UNIFIED  OPERATING 

14  AND  CAPITAL  BUDGET 

15  SEC.  301.  STATEMENT  OF  FINDING  AND  PURPOSE. 

16  (a)  Statement  of  Finding. — The  Congress  finds 

17  that  the  existing  budget  obscures  the  distinctions  between 

18  capital  activities  and  operating  activities,   and  between 

19  Federal  funds  and  trust  funds  so  as  to  hinder  identifying 

20  the  resources  needed  to  meet  the  Government's  needs. 

21  (b)  Purpose. — It  is  the  purpose  of  this  title  that  the 

22  unified  budget  present  a  capital  budget  and  an  operating 

23  budget,  and  distinguish  between  Federal  funds  and  trust 

24  funds,  in  order  to  provide  better  and  more  relevant  infor- 
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1  mation  on  the  revenues,  expenses,  and  financing  require- 

2  ments  of  Government  programs  and  activities. 

3  SEC.  302.  CAPITAL  AND  OPERATING  BUDGETS. 

4  Title  31,  United  States  Code,  is  amended  by  inserting 

5  after  section  1105  the  following  new  section: 

6  "*§  1105a.  Capital  and  operating  budgets 

7  "(a)(1)  The  budget  of  the  United  States  submitted 

8  by  the  President  under  section  1105  of  this  title  shall  be 

9  a  unified  budget  composed  of  an  operating  budget  and  a 

10  capital  budget. 

1 1  "(2)  Operating  and  capital  budgets  shall  be  presented 

12  separately  for  total  funds,  Federal  funds,  and  trust  funds. 

13  "(b)(1)  Actual,  estimated,   and  proposed  amounts 

14  shall  be  presented  for  total  funds.  Federal  funds,  and  trust 

15  funds  and,  at  a  minimum,  shall  contain — 

16  "(A)  for  the  operating  budget  the  following:  (i) 

17  operating  revenues,  (ii)  operating  expenses,  (iii)  op- 

18  crating   surplus/deficit   before    interfund   transfers, 

19  (iv)  interfund  transfers,  and  (v)  operating  surplus/ 

20  deficit; 

21  "(B)  for  the  capital  budget  the  following:   (i) 

22  capital  revenues,  (ii)  capital  investments,   (iii)  net 

23  capital  investments,  (iv)  interfund  transfers,  and  (v) 

24  capital  financing  requirements; 

25  "(C)  items  not  affecting  funds;  and 
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1  "(D)  unified  budget  financing  requirements. 

2  "(2)   The  capital  budget  shall  represent  only  the 

3  msQor  activities,  projects,  and  programs  which  support  the 

4  acquisition,  construction,  alteration,  and  rehabilitation  of 

5  capital  assets.  All  other  activities,  projects,  and  programs 

6  shall  be  represented  in  the  operating  budget. 

7  "(c)  In  addition  to  the  unified  budget  submitted  by 

8  the  President  as  required  by  subsections  (a)  and  (b)  of 

9  this  section,  the  President  shall  present  information  in  the 

10  form  required  by  subsection  (b)(1)  for  accounts,  agencies, 

1 1  and  functions,  to  the  extent  appUcable. 

12  "(d)  In  this  section — 

13  "(1)  Sinified  budget'  means  a  budget  in  which 

14  revenues  and  expenses  for  Federal  funds  and  trust 

15  funds  are  consolidated  to  display  totals  for  the  Fed- 

16  eral  Government  as  a  whole; 

17  "(2)  'trust  funds'  means— 

18  "(A)  the  Federal  Old-Age  and  Survivors 

19  Insurance  Trust  Fund, 

20  "(B)  the  Federal  Hospital  Insurance  Trust 

21  Fund, 

22  "(C)  the  Civil  Service  Retirement  and  Dis- 

23  ability  Fund, 

24  "(D)  the  Military  Retirement  Fund, 
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1  "(E)  the  Federal  Supplementary  Medical 

2  Insurance  Trast  Fund, 

3  "(F)  the  Unemployment  Trust  Fund, 

4  "(G)    the    Federal    Disabihty    Insurance 

5  Trust  Fund,  and 

6  "(H)  such  other  funds  or  accounts  of  the 

7  Grovemment  that  the  Director  of  the  Office  of 

8  Management  and  Budget,  in  consultation  with 

9  the  Comptroller  General,  determines  should  be 

10  classified  as  trust  funds  in  order  to  fulfill  the 

1 1  purpose  of  this  section; 

12  "(3)  'Federal  funds'  includes  all  accounts  of  the 

13  Government  that  are  not  trust  fiinds; 

14  "(4)   'total   funds'   means  Federal   funds   and 

15  trust  funds  and  represents  the  unified  budget; 

16  "(5)  'capital  assets'  means  physical  assets  and 

17  financial  assets,  but  does  not  include  consumable 

18  inventories; 

19  "(6)    'physical   assets'    means   tangible   assets 

20  whose  ownership  is  or  will  be  in  the  public  domain; 

21  which  typically  produce  services  or  benefits,  includ- 

22  ing  for  national  defense  and  security,  for  more  than 

23  3  years;  and  which  have  an  initial  cost  equal  to  or 

24  more  than  $1,000,000.  Such  assets  include,  but  are 

25  not  limited  to — 
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1  "(A)  roadways  and  bridges; 

2  "(B)  airports  and  airway  facilities; 

3  "(C)  mass  transportation  systems; 

4  "(D)  waste  water  treatment  and  related 

5  facilities; 

6  "(E)  water  resource  projects; 

7  "(F)  medical  facilities; 

8  "(G)  resource  recovery  facilities; 

9  "(H)  public  structures; 

10  "(I)  space  and  communication  facilities; 

11  "(J)  defense  facilities; 

12  "(K)  mjgor  weapons  platforms;  and 

13  "(7)  'financial  assets'  means  interests  of  the 

14  Federal  Government  in,  and  claims  of  the  Federal 

15  Government   against,    foreign    governments.    States 

16  and  their  political  subdivisions,  corporations,  asso- 

17  ciations,  and  individuals  and  their  resources  which 

18  are   represented   by   a   legal   instrument    (such   as 

19  bonds,  debentures,  notes,  and  other  securities),  less 

20  any  credit  subsidy  costs  attributable  to  such  finan- 

21  cial  assets; 

22  "(8)  'credit  subsidy  costs'  means  the  losses  in- 

23  curred  by  the  Federal  Government  as  a  result  of  its 

24  direct  and  guaranteed  loans,  including  such  costs  as 

25  interest  and  default; 
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1  "(9)   'consumable  inventories'   means  tangible 

2  assets  of  the  Federal  Government,  including  stock- 

3  piles,  supplies,  and  inventories,  which  typically  are 

4  consumed  within  3  years  or  which  have  an  initial 

5  price  less  than  $1,000,000; 

6  "(10)  'operating  revenues'  means  all  receipts  of 

7  the  Federal  Government,  other  than  those  identified 

8  in  paragraph   (16),  including  profits  and  interest 

9  earned  on  financial  assets; 

10  "(11)  'operating  expenses'  means  all  expenses 

11  of  the  Federal  Government,  other  than  those  identi- 

12  fied  in  paragraph  (17),  including  interest  payments 

13  on  debts,  asset  consumption  chai^,  and  credit  sub- 

14  sidy  costs; 

15  "(12)     'the    operating    surplus/deficit    before 

16  interfund  transfers'  means  the  difference  between 

17  operating  revenues  and  operating  expenses  before 

18  interfund  transfers; 

19  "(13)  'interfund  transfers'  means  the  flow  of 

20  revenues  between  Federal  funds  and  trust  funds  ac- 

21  counts  that  are  expenses  fix)m  the  account  making 

22  the  payments  and  revenues  to  the  account  receiving 

23  the  payments; 
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1  "(14)  'operating  surplus/deficit'  means  the  op- 

2  erating    surplui^defieit   before    interfimd    transfers 

3  plus  or  minus  interfdnd  transfers; 

4  "(15)   'asset  consumption  charge'   means  the 

5  systematic  allocation  over  the  useful  life  of  the  asset 

6  of  the  original  cost  of  a  physical  asset  financed  by 

7  the  appropriation  accounts  for  which  the  capital 

8  budget  required  by  this  section  applies; 

9  "(16)  'capital  revenues*  means  receipts  of  the 

10  Federal  Grovemment  derived  firom  the  repayment  of 

11  principal  invested  in  financial  assets,  and  taxes,  col- 

12  lections,  and  receipts  dedicated  by  statute,  for  the 

13  acquisition,  construction,  and  rehabilitation  of  cap- 

14  ital  assets  which  relate  to  the  activities,  functions, 

15  and  programs  represented  by  the  capital  budget; 

16  "(17)  'capital  investments'  means  expenditures 

17  of  the  Federal  Government,  including  those  under 

18  grants,  contracts,  and  leases,  which  are  for  the  ac- 

19  quisition,  construction,  and  rehabilitation  of  capital 

20  assets; 

21  "(18)    'net    capital    investments'    means    the 

22  amount  by  which  capital   investments   exceed  the 

23  asset  consumption  chai^; 


LVII 


41 

1  "(19)    'capital   financing  requirements'    means 

2  net   capital   investments   plus   or   minus   interfand 

3  transfers; 

4  "(20)     'items     not    affecting    funds'     means 

5  noncash  outlays  of  the  Federal  Government;  and 

6  "(21)   'unified  budget  financing  requirements' 

7  means  the  total  of  the  operating  surplus/deficit  and 

8  the  net  capital  financing  requirements  less  items  not 

9  affecting  funds.". 

10  SEC.  303.  CONFORMING  AMENDMENTS. 

11  (a)  Paragraph  (1)  of  section  3  of  the  Congressional 

12  Budget  and  Impoundment  Control  Act  of  1974  (2  U.S.C. 

13  622(1))  is  amended  by  adding  at  the  end  the  following 

14  new  sentence:  "With  respect  to  capital  investments  (as 

15  such  term  is  defined  in  section  1105a(d)(17)  of  title  31, 

16  United  States  Code),  expenditures  shall  include  only  the 

17  asset  consumption  charge  (as  such  term  is  defined  in  sec- 

18  tion  1105a(d)(15)  of  title  31,  United  States  Code)  in  the 

19  current  biennium  for  all  such  capital  investments  incurred 

20  in  the  current  and  previous  bienniums.". 

21  (b)  Section  1112  of  title  31,  United  States  Code,  is 

22  amended — 

23  (1)  in  subsection  (c)(1)  by  inserting  "criteria, 

24  principles,  and  standards  for  determining  the  con- 

25  tents  of  the  operating  and  capital  budgets  required 
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1  under  section  1105a  of  this  title,  and"  after  "includ- 

2  ing";  and 

3  (2)  by  adding  the  following  subsection  at  the 

4  end: 

5  "(g)  The  Comptroller  General  shall  review  and  report 

6  to  the  Congress  on  the  implementation  of  section  1105a 

7  of  this  title  as  the  ComptroUer  General  deems  necessary. 

8  A  review  by  the  Comptroller  General  may  include,  but 

9  need  not  be  limited  to,  determining  whether  (1)  the  actual, 

10  estimated,  and  proposed  appropriations,  receipts,  and  in- 

1 1  vestments  presented  in  the  capital  budget  represent  activi- 

12  ties,  functions,  and  programs  which  support  the  acquisi- 

13  tion,  construction,  alteration,  and  rehabilitation  of  capital 

14  assets,  and  (2)  the  classifications  made  by  the  Director 

15  of  the  Office  of  Management  and  Budget  under  section 

16  1105a(d)(2)(H)   of  this  title   farther   the   purposes   of 

17  section  1105a.". 

1 8  SEC.  304.  PUBUC  WORKS  FINANCING  INFORMATION. 

19  Title  VII  of  the  I*ublic  Works  and  Economic  Develop- 

20  ment  Act  of  1965  (42  U.S.C.  3211-3226)  is  amended  by 

21  adding  at  the  end  the  following  new  section: 

22  "SEC.  717.  PUBUC  WORKS  FINANCING  INFORMATION. 

23  "(a)  Transportation  Reports. — Not  later  than 

24  12  months  after  the  date  of  the  enactment  of  the  Com- 

25  prehensive  Budget  Process  Reform  Act  of  1993,  and  an- 
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1  nually  thereafter,  the  Secretary  of  Transportation  shall  re- 

2  port  to  the  House  Committee  on  Public  Works  and  Trans- 

3  portation  and  the  Senate  Committee  on  Environment  and 

4  PubUc  Works,  at  the  account,  function,  and  agency  levels, 

5  the  actual,  estimated,  and  proposed  appropriations,  re- 

6  ceipts,  and  expenditures  for  capital  activities  and  operat- 

7  ing  activities  associated  with  the  following: 

8  "(1)  roadways  and  bridges; 

9  "(2)  airports  and  airway  facilities;  and 

10  "(3)  mass  transportation  systems. 

11  "(b)  Water  Pollution  Reports. — Not  later  than 

12  12  months  after  the  date  of  the  enactment  of  the  Com- 

13  prehensive  Budget  Process  Reform  Act  of  1993,  and  an- 

14  nually  thereafter,  the  Administrator  of  the  Environmental 

15  Protection  Agency  shall  report  to  the  House  Committee 

16  on  Public  Works  and  Transportation  and  the  Senate  Com- 

17  mittee  on  Environment  and  Pubhc  Works,  at  the  account 

18  and  function  levels,  the  actual,  estimated,  and  proposed 

19  appropriations,  receipts,  and  expenditures  for  capital  ac- 

20  tivities   and  operating  activities  associated  with  waste 

21  water  treatment  and  related  facilities. 

22  "(c)  Water  Resources  Reports. — Not  later  than 

23  12  months  after  the  date  of  the  enactment  of  the  Com- 

24  prehensive  Budget  Process  Reform  Act  of  1993,  and  an- 

25  nually  thereafter,  the  Assistant  Secretary  of  the  Army  for 
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1  Civil  Works  shall  report  to  the  House  Committee  on  Pub- 

2  lie  Works  and  Transportation  and  the  Senate  Committee 

3  on  Environment  and  PubUe  Works,  at  the  account  and 

4  function  levels,  the  actual,  estimated,  and  proposed  appro- 

5  priations,  receipts,  and  expenditures  for  capital  activities 

6  and  operating  activities  associated  with  water  resource 

7  projects. 

8  "(d)  Public  Buildings  Reports. — Not  later  than 

9  12  months  after  the  date  of  the  enactment  of  the  Com- 

10  prehensive  Budget  Process  Reform  Act  of  1993,  and  an- 

1 1  nually  thereafter,  the  Administrator  of  the  Greneral  Serv- 

12  ices  Administration  shall  report  to  the  House  Committee 

13  on  PubUc  Works  and  Transportation  and  the  Senate  Com- 

14  mittee  on  Environment  and  Public  Works,  at  the  account 

15  and  function  levels,  the  actual,  estimated,  and  proposed 

16  appropriations,  receipts,  and  expenditures  for  capital  ac- 

17  tivities  and  operating  activities  associated  with  public 

18  buildings.". 

19  SEC.  305.  LEASING  VERSUS  PURCHASING  ANALYSES. 

20  (a)  0MB  Regulations.— Chapter  11  of  title  31, 

21  United  States  Code,  (as  amended  by  sections  602  and  701 

22  of  this  Act)  is  amended  by  adding  after  section  1117  the 

23  following  new  section: 
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1  "i  1118.  Lease/Purchase  Analyses 

2  "The  Office  of  Management  and  Budget  shall  pro- 

3  mulgate  regulations  requiring — 

4  "(1)  that  each  department  and  agency  establish 

5  standards  to  compare  the  advantages  and  disadvan- 

6  tages  of  leasing  versus  purchasing  any  proposed  real 

7  estate    or    equipment    with    a    cost    in    excess    of 

8  $10,000,000;  and 

9  "(2)  that  each  such  analysis  compares  the  net 

10  present  value  of  the  2  alternatives  and  be  completed 

11  before  any  commitment  to  purchase  or  lease  any 

12  such  real  estate  or  equipment  may  be  entered  into 

13  by  that  department  or  agency.". 

14  (b)  Technical  and  Conforming  Amendment. — 

15  The  table  of  sections  for  chapter  11  of  title  31,  United 

16  States  Code,  is  amended  by  adding  after  the  item  relating 

17  to  section  1117  the  following  new  item: 

"1118.  Lease/purehase  analyses.". 

18  TITLE  IV— SUNSET  AUTHORITY 

19  Sec.  401.  The  purposes  of  this  title  are — 

20  (1)  to  require  that  most  Government  programs 

21  be  reauthorized  according  to  a  schedule  at  least  once 

22  every  ten  years; 

23  (2)  to  limit  the  length  of  time  for  which  Gov- 

24  emment  programs  can  be  authorized  to  ten  years; 
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1  (3)  to  bar  the  expenditure  of  funds  for  Govem- 

2  ment  programs  which  have  not  been  provided  for  by 

3  a  law  enacted  during  the  ten-year  sunset  reauthor- 

4  ization  cycle;  and 

5  (4)  to  encourage  the  reexamination  of  selected 

6  Grovemment  programs  each  Congress. 

7  Sec.  402.  (a)  For  purposes  of  this  title — 

8  (1)  The  term  "budget  authority"  has  the  mean- 

9  ing  given  to  it  by  section  3(2)  of  the  Congressional 

10  Budget  and  Impoundment  Control  Act  of  1974. 

11  (2)   The  term   "permanent  budget  authority" 

12  means  budget  authority  provided  for  an  indefinite 

13  period    of    time    or    an    unspecified    number    of 

14  bienniums  which  does  not  require  recurring  action 

15  by  the  Congress,  but  does  not  include  budget  au- 

16  thority  provided  for  a  specified  biennium  which  is 

17  available   for  obligation   or  expenditure   in   one   or 

18  more  succeeding  bienniums. 

19  (3)  The  term  "Comptroller  General"  means  the 

20  Comptroller  Greneral  of  the  United  States. 

21  (4)    The   term   "agency"   means   an   executive 

22  agency  as  defined  in  section  105  of  title  5,  United 

23  States   Code,   except  that  such   term   includes   the 

24  United  States  Postal  Service  and  the  Postal  Rate 
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1  Commission    but    does    not    include    the    General 

2  Accounting  Office. 

3  (5)   The  term   "sunset  reauthorization  cycle" 

4  means  the  period  of  five  Congresses  beginning  with 

5  the  One  Himdred  Fourth  Congress  and  with  each 

6  sixth  Congress  following  the  One  Hundred  Fourth 

7  Congress. 

8  (b)  For  purposes  of  this  title,  each  program  (indud- 

9  ing  any  program  exempted  by  a  provision  of  law  from  in- 

10  elusion  in  the  Budget  of  the  United  States)  shall  be  as- 

11  signed  to  the  functional  and  subfunctional  categories  to 

12  which  it  is  assigned  in  the  Budget  of  the  United  States 

13  Grovemment,  fiscal  year  1991.  Each  committee  of  the  Sen- 

14  ate  or  the  House  of  Representatives  which  reports  any  bill 

15  or  resolution  which  authorizes  the  enactment  of  new  budg- 

16  et  authority  for  a  program  not  included  in  the  fiscal  year 

17  1991  budget  shall  include,  in  the  committee  report  accom- 

18  panying  such  bill  or  resolution  (and,  where  appropriate, 

19  the  conferees  shall  include  in  their  joint  statement  on  such 

20  bill  or  resolution),  a  statement  as  to  the  functional  and 

21  subfunctional  category  to  which  such  program  is  to  be 

22  assigned. 

23  (c)  For  purposes  of  subtitles  A,  B,  and  C  of  this  title, 

24  the  reauthorization  date  applicable  to  a  program  is  the 

25  date  specified  for  such  program  under  section  411(b). 
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1  Subtitle  A — ^Reauthorization  of 

2  Government  Programs 

3  Sec.  411.   (a)  Each  Government  program  (except 

4  those  listed  in  section  413)  shall  be  reauthorized  at  least 

5  .  once  during  each  sunset  reauthorization  cycle  during  the 

6  Congress  in  which  the  reauthorization  date  applicable  to 

7  such  program  (pursuant  to  subsection  (b))  occurs. 

8  (b)  The  first  reauthorization  date  applicable  to  a  Grov- 

9  emment  program  is  the  date  specified  in  the  following 

10  table,  and  each  subsequent  reauthorization  date  apphcable 

11  to  a  program  is  the  date  ten  years  following  the  preceding 

12  reauthorization  date: 

Programs  included  within  subfanctional  categoiy 


First  reauthorization 
date 


254  Space,  Science,  Applications  and  Technology.  September  30,  1996. 

272  Energy  Ck)nservation. 

301  Water  Resources. 

352  Agriculture  and  Research  Services. 

371  Mortgage  Credit  and  Thrift  Insurance. 

376  Other  Advancement  and  Regulation  of  Commerce. 

501  Elementary,    Secondary,    and    Vocational    Edu- 
cation. 

601  General  Retirement  and  Disability  Insurance. 

602  Federal  Employment  Retirement  and  Disability. 
703  Hospital  and  Medical  Care  for  Veterans. 

807  Other  General  Government. 

051  Department  of  Defense— Military.  September  30,  1998. 

053  Atomic  Energy  Defense  Activities. 

154  Foreign  Information  and  Ebcchange  Act 
251  General  Science  and  Basic  Research. 
306  Other  Natural  Resources. 
351  Farm  Income  Stabilization. 
401  Ground  Transportation. 

502  Higher  Education. 

553  Education  and  Training  of  Health  Care  Woric 

Force. 
701  Income  Security  for  Veterans. 

802  Executive  Director  and  Management. 

803  Central  Fiscal  Operations. 

054  Defense  Related  Activities.  September  30,  2000. 
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,     ^  First  reauthorization 

Programs  included  within  snbAinctional  category  ^t^ 

152  International  Security  Assistance. 
155  International  Financial  Programs. 
253  Space  Flight. 
255  Supporting  Space  Activities. 
274  Emergency  Energy  Preparedness. 

302  Conservation  and  Land  Management. 
304  Pollution  Control  and  Abatement. 
407  Other  Transportation. 

504  Training  and  Employment. 
506  Social  Services. 

554  Consumer  and  Occupational  Health  and  Safety. 

704  Veterans  Housing. 

751  Federal  Law  Enforcement  Activities. 

801  Legislative  Function. 

806  Other  General  Purpose  Fiscal  Assistance. 

153  Conduct  of  Foreign  Affairs.  September  30,  2002. 

271  Energy  Supply. 

303  Recreational  Resources. 

402  Air  Transportation. 

505  Other  Labor  Services. 
551  Health  Care  Services. 

604  Public  Assistance  and  Other  Income  Supplements. 

702  Veterans  Education,  Training,  and  Rehabilitation. 

753  Federal  Correctional  Activities. 

805  Central  Personnel  Management. 

151  Foreign  Economic  and  Financial  Assistance.  September  30,  2004. 

276  Energy  Information,  Policy  and  Regulation. 

372  Postal  Service. 

403  Water  Transportation. 

451  Community  Development. 

452  Area  and  Regional  Development. 

453  Disaster  Relief  and  Insurance. 

503  Research  and  General  Education  Aids. 

552  Health  Research. 

603  Unemployment  Compensation. 

705  Other  Veterans  Benefits  and  Services. 

754  Criminal  Justice  Assistance. 

804  General  Property  and  Record  Management. 

1  (c)(1)  It  shall  not  be  in  order  in  either  the  Senate 

2  or  the  House  of  Representatives  to  consider  any  bill  or 

3  resolution,  or  amendment  thereto,  which  authorizes  the 

4  enactment  of  new  budget  authority  for  a  program  for  a 

5  period  of  more  than  5  bienniums,  for  an  indefinite  period, 

6  or  (except  during  the  Congress  in  which  such  next  reau- 
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1  thorization  date  occurs)  for  any  biennium  beginning  after 

2  the  next  reauthorization  date  appUcable  to  such  program. 

3  Notwithstanding  the  preceding  sentence,  it  shall  be  in 

4  order  to  consider  a  bill  or  resolution  for  the  purpose  of 

5  considering  an  amendment  to  the  bill  or  resolution  which 

6  would  make  the   authorization  period  conform  to  the 

7  requirement  of  such  sentence. 

8  (2)  (A)  It  shall  not  be  in  order  in  either  the  Senate 

9  or  the  House  of  Representatives  to  consider  any  bill  or 

10  resolution,  or  amendment  thereto,  which  provides  new 

1 1  budget  authority  for  a  program  for  any  biennium  begin- 

12  ning  after  any  reauthorization  date  applicable  to  such  pro- 

13  gram  under  subsection  (b),  unless  the  provision  of  such 

14  new  budget  authority  is  specifically  authorized  by  a  law 

15  which    constitutes    a    required    authorization    for    such 

16  program. 

17  (B)  For  the  purposes  of  this  subtitle,  the  term  "re- 

18  quired  authorization"  means  a  law  authorizing  the  enact- 

19  ment  of  new  budget  authority  for  a  program,  which  com- 

20  plies  with  the  provisions  of  paragraph  (1). 

21  (3)  No  new  budget  authority  may  be  obligated  or  ex- 

22  pended  for  a  program  for  a  biennium  beginning  after  the 

23  last  biennium  in  a  sunset  reauthorization  cycle  unless  a 

24  provision  of  law  providing  for  the  expenditure  of  such 
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1  funds  has  been  enacted  during  such  sunset  reauthorization 

2  cycle. 

3  (4)  Any  provision  of  law  providing  permanent  budget 

4  authority  for  a  program  shall  cease  to  be  effective  (for  the 

5  purpose  of  providing  such  budget  authority)  on  the  first 

6  reauthorization  date  appUcable  to  such  program. 

7  (5)  It  shall  not  be  in  order  in  either  the  Senate  or 

8  the  House  of  Representatives  to  consider  any  bill  or  reso- 

9  lution,  or  amendment  thereto,  which  provides  new  budget 

10  authority  for  a  program  unless  the  bill  or  resolution,  or 

1 1  amendment  thereto  (or  the  report  which  accompanies  such 

12  bill  or  resolution),  includes  a  specific  reference  to  the  pro- 

13  vision  of  law  which  constitutes  a  required  authorization 

14  for  such  program.   Notwithstanding  the  preceding  sen- 

15  tence,  it  shall  be  in  order  to  consider  a  bill  or  resolution 

16  for  the  purpose  of  considering  an  amendment  which  pro- 

17  vides  such  reference  to  the  appropriate  provision  of  law. 

18  Sec.  412.  (a)  It  shall  not  be  in  order  in  either  the 

19  Senate  or  the  House  of  Representatives  to  consider  any 

20  bill  or  resolution,  or  amendment  thereto,  which  has  been 

21  reported  by  a  committee  and  which  authorizes  the  enact- 

22  ment  of  new  budget  authority  for  a  program  for  a  bien- 

23  nium  beginning  after  the  next  reauthorization  date  appli- 

24  cable  to  such  program,  unless  a  reauthorization  review  of 

25  such  program  has  been  completed  during  the  Congress  in 
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1  which  the  reauthorization  date  for  such  program  occurs 

2  (or  during  a  subsequent  Congress  when  such  required  au- 

3  thorization  is  considered),  and  the  report  accompanying 

4  such  bill  or  resolution  includes  a  separate  section  entitled 

5  "Reauthorization  Review"  recommending,  based  on  such 

6  review,  whether  the  program  or  the  laws  affecting  such 

7  program  should  be  continued  without  change,  continued 

8  with  modifications,  or  terminated,  and  also  includes,  to  the 

9  extent  the  committee  or  committees  having  jurisdiction 

10  deem  appropriate,  each  of  the  following  matters: 

11  (1)  Information  and  analysis  on  the  organiza- 

12  tion,  operation,  costs,  results,  accomplishments,  and 

13  effectiveness  of  the  program. 

14  (2)   An   identification   of  any  other  programs 

15  having  similar  objectives,  and  a  justification  of  the 

16  need  for  the  proposed  program  in  comparison  with 

17  those  other  programs  which  may  be  potentially  con- 

18  flicting  or  duplicative. 

19  (3)  An  identification  of  the  objectives  intended 

20  for  the  program,  and  the  problems  or  needs  which 

21  the  program  is  intended  to  address,  including  an 

22  analj^is  of  the  performance  expected  to  be  achieved, 

23  based  on  the  bill  or  resolution  as  reported. 

24  (4)  A  comparison  of  the  amount  of  new  budget 

25  authority  which  was  authorized  for  the  program  in 
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1  each  of  the  previous  2  bienniums  and  the  amount  of 

2  new  budget  authority  provided  in  each  such  year, 

3  (b)  It  shall  not  be  in  order  in  either  the  Senate  or 

4  the  House  of  Representatives  to  consider  a  bill  or  resolu- 

5  tion,  or  amendment  thereto,  which  authorizes  the  enact- 

6  ment  of  new  budget  authority  for  a  program  for  which 

7  there  previously  has  been  no  such  authorization  unless  the 

8  report  accompanying  such  bill  or  resolution  sets  forth,  to 

9  the  extent  that  the  committee  or  committees  having  juris- 

10  diction  deem  appropriate,  the  information  specified  in  sub- 

11  sections  (a)(2)  and  (a)(3). 

12  (c)   Each  committee   having  legislative  jurisdiction 

13  over  a  program  referred  to  in  section  413  shall  conduct 

14  a  review  of  such  program  of  the  type  described  in  sub- 

15  section  (a)  of  this  section  at  least  once  during  each  sunset 

16  reauthorization  cycle,  during  the  Congress  in  which  the 

17  reauthorization  date  applicable  to  such  program  occurs, 

18  and  shall  submit  to  the  Senate  or  the  House  of  Represent- 

19  atives,  as  the  case  may  be,  a  report  containing  its  rec- 

20  ommendations  and  other  information  of  the  type  described 

21  in  subsection  (a).  It  shall  not  be  in  order  in  either  the 

22  Senate  or  the  House  of  Representatives  to  consider  a  biU 

23  or  resolution  reported  by  the  committee  having  legislative 

24  jurisdiction  which  authorizes  the  enactment  of  new  budget 

25  authority  for  such  program  unless  such  report  accom- 
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1  panies  such  bill  or  resolution,  or  has  been  submitted  dur- 

2  ing  the  Congress  in  which  the  reauthorization  date  for 

3  such  program  occurred  as  provided  in  section  411(b), 

4  whichever  first  occurs. 

5  Sec.   413.   Section  411(c)   shall  not  apply  to  the 

6  following: 

7  (1)   Programs  included  within  functional  cat- 

8  egory  900  (Interest). 

9  (2)  Programs  which  are  related  to  the  adminis- 

10  tration  of  the  Federal  judiciary  and  which  are  classi- 

11  fied     in     the     fiscal    year     1993     budget    under 

12  subfunctional  category  752   (Federal  litigative  and 

13  judicial  activities). 

14  (3)  Payments  of  refunds  of  internal  revenue  col- 

15  lections  as  provided  in  title  I  of  the  Supplemental 

16  Treasury  and  Post  Office  Departments  Appropria- 

17  tion  Act  of  1949  (62  Stat.  561),  but  not  to  include 

18  refunds  to  persons  in  excess  of  their  tax  payments. 

19  Sec.  414.  (a)  It  is  the  sense  of  the  Congress  that 

20  all  programs  should  be  considered  and  reauthorized  in 

21  program  categories  which  constitute  mjgor  areas  of  legis- 

22  lative  policy.  Such  authorizations  should  be  for  sufficient 

23  periods  of  time  to  enhance  oversight  and  the  review  and 

24  evaluation  of  Grovemment  programs. 
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1  (b)  The  reauthorization  schedule  contained  in  section 

2  411(b)  may  be  changed  by  concurrent  resolution  of  the 

3  two  Houses  of  the  Congress  (except  that  changes  in  the 

4  schedule  affecting  permanent  appropriations  may  be  made 

5  only  by  law). 

6  (e)  All  messages,  petitions,  memorials,  concurrent 

7  resolutions,  and  bills  proposing  changes  in  section  411(b) 

8  and  all  bills  proposing  changes  in  section  413,  shall  be 

9  referred  first  to  the  committee  with  legislative  jurisdiction 

10  over  any  program  affected  by  the  proposal  and  sequen- 

11  tially  to  the  Committee  on  Rules  in  the  House  of  Rep- 

12  resentatives  or  to  the  Committee  on  Rules  and  Adminis- 

13  tration  in  the  Senate, 

14  (d)  Except  as  provided  in  subsection  (f),  the  Commit- 

15  tee  on  Rules  in  the  House  of  Representatives  or  the  Com- 

16  mittee  on  Rules  and  Administration  in  the  Senate  shall 

17  report  with  its  recommendations  any  concurrent  resolution 

18  or  bill  referred  to  it  under  subsection  (c)  and  which  pre- 

19  viously  has  been  reported  favorably  by  a  committee  of  leg- 

20  islative  jurisdiction  within  thirty  days  (not  counting  any 

21  day  on  which  the  Senate  or  the  House  of  Representatives 

22  is  not  in  session),  beginning  with  the  day  following  the 

23  day  on  which  such  resolution  or  bill  is  so  referred. 

24  (e)  The  recommendations  of  the  Committee  on  Rules 

25  or  the  Committee  on  Rules  and  Administration  pursuant 
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1  to  subsection  (d)  or  (f)  shall  include  a  statement  on  each 

2  of  the  following  matters: 

3  (1)  The  effect  the  proposed  change  would  have 

4  on  the  sunset  reauthorization  schedule. 

5  (2)  The  effect  the  proposed  change  would  have 

6  on  the  jurisdictional  and  reauthorization  responsibil- 

7  ities  and  workloads  of  the  authorizing  committees 

8  of  Congress. 

9  (3)  Any  suggested  grouping  of  similar  programs 

10  which  would  further  the  goals  of  this  title  to  make 

1 1  more  effective  comparisons  between  programs  having 

12  like  objective. 

13  (f)   Any  concurrent  resolution  or  bill  proposing  a 

14  change  in  section  411(b)  or  413  shall  be  referred  in  the 

15  House  to  the  Committee  on  Rules  and  in  the  Senate  to 

16  the  Committee  on  Rules  and  Administration.  Such  com- 

17  mittee  shall  report  an  omnibus  concurrent  resolution  or 

18  bill  containing  its  recommendations  regarding  the  pro- 

19  posed  changes  and  consideration  of  such  bill  or  resolution 

20  shall  be  highly  privileged  in  the  House  of  Representatives 

21  and  privileged  in  the  Senate.  The  provisions  of  subsections 

22  (c)  and  (d)  of  section  1017  of  the  Impoundment  Control 

23  Act  of  1974,  insofar  as  they  relate  to  consideration  of  re- 

24  scission  bills,  shall  apply  to  the  consideration  of  concur- 

25  rent  resolutions  and  bills  proposing  changes  reported  pur- 
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1  suant  to  this  subsection,  amendments  thereto,  motions 

2  and  appeals  with  respect  thereto,  and  conference  reports 

3  thereon. 

4  (g)  It  shall  not  be  in  order  in  the  Senate  or  the  House 

5  of  Representatives  to  consider  a  bill  or  resolution  reported 

6  pursuant  to  subsection  (b),  (c),  (d),  or  (f)  which  proposes 

7  a  reauthorization  date  for  a  program  beyond  the  final  re- 

8  authorization  date  of  the  sunset  reauthorization  cycle  then 

9  in  progress.  Notwithstanding  the  preceding  sentence,  it 

10  shall  be  in  order  to  consider  a  bill  or  resolution  for  the 

11  purpose  of  considering  an  amendment  which  meets  the 

12  requirements  of  this  subsection. 

13  Subtitle  II — ^Program  Inventory 

14  Sec.  421.  (a)  The  Comptroller  General  and  the  Di- 

15  rector  of  the  Congressional  Budget  Office,  in  cooperation 

16  with  the  Director  of  the  Congressional  Research  Service, 

17  shall  prepare  an  inventory  of  Federal  programs  (herein- 

18  after  in  this  subtitle  referred  to  as  the  "program  inven- 

19  tory"). 

20  (b)  The  purpose  of  the  program  inventory  is  to  advise 

21  and  assist  the  Congress  in  carrying  out  the  requirements 

22  of  subtitles  A  and  C.  Such  inventory  shall  not  in  any  way 

23  bind  the  committees  of  the  Senate  or  the  House  of  Rep- 

24  resentatives  with  respect  to  their  responsibilities  under 

25  such  subtitles  and  shall  not  infringe  on  the  legislative  and 
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1  oversight  responsibilities  of  such  committees.  The  Comp- 

2  troUer  Greneral  shall  compile  and  maintain  the  inventory, 

3  and  the  Director  of  the  Congressional  Budget  Office  shall 

4  provide  budgetary  information  for  inclusion  in  the  inven- 

5  tory. 

6  (c)  Not  later  than  January  1,  1995,  the  Comptroller 

7  General,  after  consultation  with  the  Director  of  the  Con- 

8  gressional  Budget  Office  and  the  Director  of  the  Congres- 

9  sional  Research  Service,  shall  submit  the  program  inven- 

10  tory  to  the  Senate  and  House  of  Representatives. 

11  (d)  In  the  report  submitted  under  this  section,  the 

12  Comptroller  General,  after  consultation  and  in  cooperation 

13  with  and  consideration  of  the  views  and  recommendations 

14  of  the  Director  of  the  Congressional  Budget  Office,  shall 

15  group  programs  into  program  areas  appropriate  for  the 

16  exercise  of  the  review  and  reexamination  requirements  of 

17  this  subtitle.  Such  groupings  shall  identify  program  areas 

18  in  a  manner  which  classifies  each  program  in  only  one 

19  functional  and  only  one  subfunctional  category  and  which 

20  is  consistent  with  the  structure  of  national  needs,  agency 

21  missions,  and  basic  programs  developed  pursuant  to  sec- 

22  tion  1105  of  title  31,  United  States  Code. 

23  (e)  The  program  inventory  shall  set  forth  for  each 

24  program  each  of  the  following  matters: 
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1  (1)  The  specific  provision  or  provisions  of  law 

2  authorizing  the  program. 

3  (2)   The   committees   of  the   Senate   and  the 

4  House  of  Representatives  which  have  legislative  or 

5  oversight  jurisdiction  over  the  program. 

6  (3)  A  brief  statement  of  the  purpose  or  pur- 

7  poses  to  be  achieved  by  the  program. 

8  (4)  The  committees  which  have  jurisdiction  over 

9  legislation  providing  new  budget  authority  for  the 

10  program,  including  the  appropriate  subcommittees  of 

1 1  the  Committees  on  Appropriations  of  the  Senate  and 

12  the  House  of  Representatives. 

13  (5)  The  agency  and,  if  applicable,  the  subdivi- 

14  sion  thereof  responsible  for  administering  the  pro- 

15  gram. 

16  (6)  The  grants-in-aid,  if  any,  provided  by  such 

17  program  to  State  and  local  governments. 

18  (7)  The  next  reauthorization  date  for  the  pro- 

19  gram. 

20  (8)  A  unique  identification  number  which  links 

21  the  program  and  functional  category  structure. 

22  (9)  The  year  in  which  the  program  was  origi- 

23  nally  established  and,  where  applicable,  the  year  in 

24  which  the  program  expires. 
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1  (10)  Where  applicable,  the  year  in  which  new 

2  budget  authority  for  the  program  was  last  author- 

3  ized  and  the  year  in  which  current  authorizations  of 

4  new  budget  authority  expire. 

5  (f)  The  inventory  shall  contain  a  separate  tabular  list- 

6  ing  of  programs  which  are  not  required  to  be  reauthorized 

7  pursuant  to  section  41 1  (c) . 

8  (g)  The  report  also  shall  set  forth  for  each  program 

9  whether  the   new  budget   authority  provided   for   such 

10  programs  is — 

11  (1)  authorized  for  a  definite  period  of  time; 

12  (2)  authorized  in  a  specific  dollar  amount  but 

13  without  limit  of  time; 

14  (3)  authorized  without  limit  of  time  or  dollar 

15  amounts; 

16  (4)  not  specifically  authorized;  or 

17  (5)  permanently  provided, 

18  as   determined   by   the   Director   of  the   Congressional 

19  Budget  Office. 

20  (h)  For  each  program  or  group  of  programs,  the  pro- 

21  gram  inventory  also  shall  include  information  prepared  by 

22  the  Director  of  the  Congressional  Budget  Office  indicating 

23  each  of  the  following  matters: 

24  (1)  The  amounts  of  new  budget  authority  au- 

25  thorized  and  provided  for  the  program  for  each  of 
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1  the  preceding  2  bienniums  and,  where  applicable,  the 

2  2  succeeding  bienniums. 

3  (2)  The  functional  and  subfunctional  category 

4  in  which  the  program  is  presently  classified  and  was 

5  classified  under  the  fiscal  year  1993  budget. 

6  (3)  The  identification  code  and  title  of  the  ap- 

7  propriation  account  in  which  budget   authority  is 

8  provided  for  the  program. 

9  Sec.  422.  The  General  Accounting  Office,  the  Con- 

10  gressional  Research  Service,  and  the  Congressional  Budg- 

11  et  Office  shall  permit  the  mutual  exchange  of  available  in- 

12  formation  in  their  possession  which  would  aid  in  the  com- 

13  pilation  of  the  program  inventory. 

14  Sec.  423.  The  Office  of  Management  and  Budget, 

15  and  the  Executive  agencies  and  the  subdivisions  thereof 

16  shall,  to  the  extent  necessary  and  possible,  provide  the 

17  General  Accounting  Office  with  assistance  requested  by 

18  the  Comptroller  General  in  the  compilation  of  the  program 

19  inventory. 

20  Sec.  424.  Each  committee  of  the  Senate  and  the 

21  House  of  Representatives,  the  Congressional  Budget  Of- 

22  fice,  and  the  Congressional  Research  Service  shall  review 

23  the  program  inventory  as  submitted  under  section  421  and 

24  not  later  than  September  1,  1993,  each  shall  advise  the 

25  Comptroller  General  of  any  revisions  in  the  composition 
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1  or  identification  of  programs  and  groups  of  programs 

2  which  it  recommends.  After  fall  consideration  of  the  re- 

3  ports  of  all  such  committees  and  officials,  the  Comptroller 

4  Greneral  in  consultation  with  the  committees  of  the  Senate 

5  and  the  House  of  Representatives  shall  report,  not  later 

6  than  May  1,  1995,  a  revised  program  inventory  to  the 

7  Senate  and  the  House  of  Representatives. 

8  Sec.  425.  (a)  The  Comptroller  General,  after  the 

9  close  of  each  session  of  the  Congress,  shall  revise  the  pro- 

10  gram  inventory  and  report  the  revisions  to  the  Senate  and 

1 1  the  House  of  Representatives. 

12  (b)  After  the  close  of  each  session  of  the  Congress, 

13  the  Director  of  the  Congressional  Budget  Office  shall  pre- 

14  pare  a  report,  for  inclusion  in  the  revised  inventory,  with 

15  respect  to  each  program  included  in  the  program  inventory 

16  and  each  program  established  by  law  during  such  session, 

17  which  includes  the  amount  of  the  new  budget  authority 

18  authorized  and  the  amount  of  new  budget  authority  pro- 

19  vided  for  the  current  biennium  and  each  of  the  2  succeed- 

20  ing  bienniums.  If  new  budget  authority  is  not  authorized 

21  or  provided  or  is  authorized  or  provided  for  an  indefinite 

22  amount  for  any  of  such  2  succeeding  bienniums  with  re- 

23  spect  to  any  program,  the  Director  shall  make  projections 

24  of  the  amounts  of  such  new  budget  authority  necessary 
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1  to  be  authorized  or  provided  for  any  such  biennium  to 

2  maintain  a  current  level  of  services. 

3  (c)  Not  later  than  one  year  after  the  first  or  any  sub- 

4  sequent  reauthorization  date,  the  Director  of  the  Congres- 

5  sional  Budget  Office,  in  consultation  with  the  Comptroller 

6  General  and  the  Director  of  the  Congressional  Research 

7  Service,  shall  compile  a  list  of  the  provisions  of  law  related 

8  to  all  programs  subject  to  such  reauthorization  date  for 

9  which  new  budget  authority  was  not  authorized.  The  Di- 

10  rector  of  the  Congressional  Budget  Office  shall  include 

11  such  a  Ust  in  the  report  required  by  subsection  (b).  The 

12  committees  with  legislative  jurisdiction  over  the  affected 

13  programs  shall  study  the  affected  provisions  and  make  any 

14  recommendations  they  deem  to  be  appropriate  with  regard 

15  to   such  provisions  to  the   Senate   and  the  House  of 

16  Representatives. 

17  Sec.  426.  The  Director  of  the  Congressional  Budget 

18  Office  and  the  Comptroller  General  shall  include  in  their 

19  respective  reports  to  the  Congress  pursuant  to  section 

20  202(f)  of  the  Congressional  Budget  Act  of  1974  and  sec- 

21  tion  719  of  title  31,  United  States  Code,  an  assessment 

22  of  the  adequacy  of  the  functional  and  subfunctional  cat- 

23  egories  contained  in  section  411(b)  of  this  title  for  group- 

24  ing  programs  of  like  missions  or  objectives. 
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1  Sec.  427.  (a)  The  Director  of  the  Congressional 

2  Budget  Office  shall  tabulate  and  issue  an  annual  report 

3  on  the  progress  of  congressional  action  on  bills  and  resolu- 

4  tions  reported  by  a  committee  of  either  House  or  passed 

5  by  either  House  which  authorize  the  enactment  of  new 

6  budget  authority  for  programs. 

7  (b)  The  report  shall  include  an  up-to-date  tabulation 

8  for  the  biennium  beginning  October  1  and  the  succeeding 

9  2  bienniums  of  the  amounts  of  budget  authority  (1)  au- 

10  thorized  by  law  or  proposed  to  be  authorized  in  any  bill 

11  or  resolution  reported  by  any  committee  of  the  Senate  or 

12  the  House  of  Representatives,  or  (2)  if  budget  authority 

13  is  not  authorized  or  proposed  to  be  authorized  for  any  of 

14  the  2  bienniums,  the  amounts  necessary  to  maintain  a  cur- 

15  rent  level  of  services  for  programs  in  the  inventory. 

16  (c)  The  Director  of  the  Congressional  Budget  Office 

17  shall  issue  periodic  reports  on  the  programs  and  the  provi- 

18  sions  of  laws  which  are  scheduled  for  reauthorization  in 

19  each  Congress  pursuant  to  the  reauthorization  schedule 

20  in  section  411(b).  In  these  reports,  the  Director  shall  iden- 

21  tify  each  provision  of  law  which  authorizes  the  enactment 

22  of  new  budget  authority  for  programs  scheduled  for  reau- 

23  thorization  and  the  title  of  the  appropriation  bill,  or  part 

24  thereof,  which  would  provide  new  budget  authority  pursu- 

25  ant  to  each  authorization. 
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1  Subtitle  C— Program 

2  Reexamination 

3  Sec.  431.  (a)  Each  committee  of  the  Senate  and  the 

4  House    of    Representatives    periodically    shall    provide 

5  through  the  procedures  established  in  section  432,  for  the 

6  conduct  of  a  comprehensive  reexamination  of  selected 

7  programs   or   groups   of  programs   over  which   it   has 

8  jurisdiction. 

9  (b)  In  selecting  programs  and  groups  of  programs  for 

10  reexamination,  each  committee  shall  consider  each  of  the 

1 1  following  matters: 

12  (1)  The  extent  to  which  substantial  time  has 

13  passed  since  the  program  or  group  of  programs  has 

14  been  in  effect. 

15  (2)  The  extent  to  which  a  program  or  group  of 

16  programs  appears  to  require  significant  change. 

17  (3)  The  resources  of  the  committee  with  a  view 

18  toward  undertaking  reexaminations  across  a  broad 

19  range  of  programs. 

20  (4)  The  desirability  of  examining  related  pro- 

21  grams  concurrently. 

22  Sec.  432.   (a)(1)  The  funding  resolution  first  re- 

23  ported  by  each  committee  of  the  Senate  in  1995,  and 

24  thereafter  for  the  first  session  of  each  Congress,  shall  in- 

25  elude,  and  the  first  funding  resolution  introduced  by  each 
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1  committee  of  the  House  of  Representatives  (and  referred 

2  to  the  Committee  on  House  Administration)  for  such  year 

3  and  thereafter  for  the  first  session  of  each  Congress  shall 

4  include,  a  section  setting  forth  the  committee's  plan  for 

5  reexamination  of  programs  under  this  subtitle.  Such  plan 

6  shall  include  each  of  the  following  matters: 

7  (A)  The  programs  to  be  reexamined  and  the 

8  reasons  for  their  selection. 

9  (B)   The  scheduled  completion  date  for  each 

10  program  reexamination,  which  date  shall  not  be  later 

1 1  than  the  end  of  the  Congress  preceding  the  Congress 

12  in  which  the  reauthorization  date  applicable  to  a 

13  program  occurs  as  provided  in  section  411(b),  unless 

14  the  committee  explains  in  a  statement  in  the  report 

15  accompanying  its  proposed  funding  resolution   (in 

16  the  Senate),  or  in  a  statement  supphed  by  the  re- 

17  spective  committee  and  included  in  the  report  of  the 

18  Committee  on  House  Administration  (in  the  House 

19  of  Representatives),  the  reasons  for  a  later  comple- 

20  tion  date,  except  that  reports  on  programs  scheduled 

21  for  reauthorization  during  the  103d  Congress  may 

22  be  submitted  at  any  time  on  or  before  February  15, 

23  1995. 

24  (C)  The  estimated  cost  for  each  reexamination. 
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1  (2)  The  report  accompanying  the  funding  resolution 

2  reported  by  each  committee  of  the  Senate  in  1995  and 

3  thereafter  for  the  first  session  of  each  Congress,  shall  m- 

4  elude,  and  the  report  accompanying  the  funding  resolution 

5  reported  by  the  Committee  on  House  Administration  with 

6  respect  to  each  committee  of  the  House  of  Representatives 

7  shall  include,  a  statement  of  that  committee,  with  respect 

8  to  each  reexamination  in  its  plan,  of  each  of  the  following 

9  matters: 

10  (A)  A  description  of  the  components  of  the 

1 1  reexamination. 

12  (B)  A  statement  of  whether  the  reexamination 

13  is  to  be  conducted  (i)  by  the  committee,  or  (ii)  at  the 

14  request  and  under  the  direction  of  or  imder  contract 

15  with  the  committee,  as  the  case  may  be,  by  one  or 

16  more  instrumentalities  of  the  legislative  branch,  one 

17  or  more  instrumentalities  of  the  executive  branch,  or 

18  one  or  more  nongovernmental  organizations,  or  (iii) 

19  by  a  combination  of  the  foregoing. 

20  (3)  It  shall  not  be  in  order  to  consider  a  funding  reso- 

21  lution  with  respect  to  a  committee  of  the  Senate  or  the 

22  House  of  Representatives  in  1995,  and  thereafter  for  the 

23  first  session  of  a  Congress,  unless — 

24  (A)  such  resolution  includes  a  section  contain- 

25  ing  the  information  described  in  paragraph  (1)  and 
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1  the  report  accompanying  such  resolution  contains 

2  the  information  described  in  paragraph  (2);  and 

3  (B)  the  report  required  by  subsection  (c)  with 

4  respect  to  each  program  reexamination  scheduled  for 

5  completion  during  the  preceding  Congress  by  such 

6  committee  has  been  submitted  for  printing. 

7  (4)  It  shall  not  be  in  order  to  consider  an  amendment 

8  to  the  section  of  a  funding  resolution  described  in  para- 

9  graph  (1)  reported  by  a  committee  of  the  Senate  for  a 

10  year,  or  reported  by  the  Committee  on  House  Administra- 

11  tion  with  respect  to  a  committee  of  the  House  of  Rep- 

12  resentatives  for  a  year — 

13  (A)  if  such  amendment  would  require  reexam- 

14  ination  of  a  program  which  has  been  reexamined  by 

15  such  committee  under  this  section  during  any  of  the 

16  five  preceding  years; 

17  (B)  if  such  amendment  would  cause  such  sec- 

18  tion  not  to  contain  the  information  described  in 

19  paragraph  (1)  with  respect  to  each  program  to  be 

20  reexamined  by  such  committee;  or 

21  (C)    if   notice    of   intention    to    propose    such 

22  amendment  has  not  been  given  to  such  committee 

23  and,  in  the  case  of  an  amendment  in  the  Senate,  to 

24  the  Committee  on  Rules  and  Administration  of  the 

25  Senate,  or,  in  the  case  of  an  amendment  in  the 
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1  House   of  Representatives,   to   the   Committee   on 

2  House  Administration,  not  later  than  January  20  of 

3  the  calendar  year  in  which  such  year  begins  or  the 

4  first  day  of  the  session  of  the  Congress  in  which 

5  such  year  begins,  whichever  is  later. 

6  The  notice  required  by  subparagraph  (C)  shall  include  the 

7  substance  of  the  amendment  intended  to  be  proposed,  and, 

8  if  such  amendment  would  add  one  or  more  programs  to 

9  be  reexamined,  shall  include  the  information  described  in 

10  paragraphs  (1)  and  (2)  with  respect  to  each  such  program. 

11  Subparagraph  (C)  shall  not  apply  to  amendments  pro- 

12  posed  by  such  committee  or  by  the  Committee  on  Rules 

13  and  Administration  or  House  Administration,  as  the  case 

14  may  be. 

15  (b)    In   order   to   achieve   coordination   of  progam 

16  reexamination  each  committee  shall,  in  preparing  each  re- 

17  examination  plan  required  by  subsection  (a),  consult  with 

18  appropriate  committees  of  the  Senate  or  appropriate  com- 

19  mittees  of  the  House  of  Representatives,  as  the  case  may 

20  be,  and  shall  inform  itself  of  related  activities  of  and  sup- 

21  port  or  assistance  that  may  be  provided  by  (1)  the  General 

22  Accounting  Office,  the  Congressional  Budget  Office,  the 

23  Congressional  Research  Service,  and  the  Office  of  Tech- 

24  nology  Assessment,  and  (2)  appropriate  instrumentalities 

25  in  the  executive  and  judicial  branches. 
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1  (c)  Each  committee  shall  prepare  and  have  printed 

2  a  report  with  respect  to  each  reexamination  completed 

3  under  this  subtitle.  Each  such  report  shall  be  delivered 

4  to  the  Secretary  of  the  Senate  or  the  Clerk  of  the  House 

5  of  Representatives,  as  the  case  may  be,  not  later  than  the 

6  date  specified  in  the  resolution  and  printed  as  a  Senate 

7  or  House  document,  accordingly.  To  the  extent  permitted 

8  by  law  or  regulation,  such  number  of  additional  copies  as 

9  the  committee  may  order  shall  be  printed  for  the  use  of 

10  the  committee.  If  two  or  more  committees  have  legislative 

1 1  jurisdiction  over  the  same  program  or  portions  of  the  same 

12  program,  such  committees  may  reexamine  such  program 

13  jointly  and  submit  a  joint  report  with  respect  to  such 

14  reexamination. 

5  (d)  The  report  pursuant  to  subsection  (c)  shall  set 

6  forth  the  findings,  recommendations,  and  justifications 
.7  with  respect  to  the  program,  and  shall  include  to  the 

18  extent  the  committee  deems  appropriate,   each  of  the 

19  following  matters: 

20  (1)  An  identification  of  the  objectives  intended 

21  for  the  program  and  the  problem  it  was  intended  to 

22  address. 

23  (2)  An  identification  of  any  trends,   develop- 

24  ments,  and  emerging  conditions  which  are  likely  to 

25  affect  the  future  nature  and  extent  of  the  problems 
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1  or  needs  which  the  program  is  intended  to  address 

2  and  an  assessment  of  the  potential  primary  and  sec- 

3  ondary  effects  of  the  proposed  program. 

4  (3)  An  identification  of  any  other  program  hav- 

5  ing  potentially  conflicting  or  duphcative  objectives. 

6  (4)  A  statement  of  the  number  and  types  of 

7  beneficiaries  or  persons  served  by  the  program. 

8  (5)  An  assessment  of  the  effectiveness  of  the 

9  program  and  the  degrees  to  which  the  original  objec- 

10  tives  of  the  program  or  group  of  programs  have  been 

1 1  achieved. 

12  (6)  An  assessment  of  the  cost  effectiveness  of 

13  the  program,  including  where  appropriate,  a  cost- 

14  benefit  analysis  of  the  operation  of  the  program. 

15  (7)  An  assessment  of  the  relative  merits  of  al- 

16  temative   methods   which   could   be   considered   to 

17  achieve  the  purposes  of  the  program. 

18  (8)  Information  on  the  regulatory,  privacy,  and 

19  paperwork  impacts  of  the  program. 

20  (e)  A  report  submitted  pursuant  to  this  section  shall 

21  be  deemed  to  satisfy  the  reauthorization  review  require- 

22  ments  of  subtitle  A. 

23  Sec.  433.  Each  department  or  agency  of  the  execu- 

24  tive  branch  which  is  responsible  for  the  administration  of 

25  a  program  selected  for  reexamination  pursuant  to  this 
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1  subtitle  shall,  not  later  than  six  months  before  the  comple- 

2  tion  date  specified  for  reexamination  reports  pursuant  to 

3  section  432(a)(1)(B),  submit  to  the  Office  of  Management 

4  and  Budget  and  to  the  appropriate  committee  or  commit- 

5  tees  of  the  Senate  and  the  House  of  Representatives  a  re- 

6  port  of  its  findings,  recommendations^  and  justifications 

7  with  respect  to  each  of  the  matters  set  forth  in  section 

8  432(d),  and  the  Office  of  Management  and  Budget  shall 

9  submit  to  such  committee  or  committees  such  comments 

10  as  it  deems  appropriate. 

1 1  Sec.  434.  For  the  purposes  of  this  subtitle — 

12  (1)  The  term  "funding  resolution"  means,  with 

13  respect  to  each  committee  of  the  House  of  Rep- 

14  resentatives,  the  primary  funding  resolution  for  such 

15  committee  which  is  effective  for  the  duration  of  a 

16  Congress. 

17  (2)  An  amendment  to  a  funding  resolution  in- 

18  eludes  a  resolution  of  the  Senate  which  amends  such 

19  funding  resolution. 

20  Subtitle  D — ^Tax  Expenditures 

21  Sec.  441.  For  purposes  of  this  subtitle — 

22  (1)    The    term    "tax    expenditure    provision" 

23  means  any  provision  of  Federal  law — 

24  (A)  which  allows  a  special  exclusion,  ex- 

25  emption,  or  deduction  in  determining  Uability 
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1  for  any  tax  or  which  provides  a  special  credit 

2  against  any  tax,  a  preferential  rate  of  tax,  or  a 

3  deferral  of  tax  liabiUty;  and 

4  (B)  would  cause  a  revenue  loss  of  at  least 

5  $2,000,000,000  in  a  biennium. 

6  (2)  The  term  "Committee  on  Ways  and  Means" 

7  means  the  Committee  on  Ways  and  Means  of  the 

8  House  of  Representatives. 

9  (3)  The  term  "Committee  on  Finance"  means 

10  the  Committee  on  Finance  of  the  Senate. 

11  (4)  The  term  "Joint  Tax  Committee"  means 

12  the  Joint  Committee  on  Taxation  of  the  Congress. 

13  Sec.  442.  (a)  Not  later  than  July  1,  1995,  the  Direc- 

14  tor  of  the  Congressional  Budget  Office  after  consultation 

15  with  the  Joint  Tax  Committee  shall  prepare  an  inventory 

16  of  tax  expenditures  provisions  (hereinafter  in  this  subtitle 

17  referred  to  as  the  "tax  inventory")  and  submit  a  report 

18  thereon  to  the  Committee  on  Waj^  and  Means  and  the 

19  Committee  on  Finance.  The  report  shall  include  for  each 

20  tax  expenditure  provision — 

21  (1)  the  statute,  regulation,  ruling,  or  other  cir- 

22  cumstance  which  is  the  basis  for  the  tax  expenditure 

23  provision; 

24  (2)  an  identification  of  the  tax  against  which 

25  the  tax  expenditure  provision  allows  a  special  exclu- 
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1  sion,  exemption,  or  deduction  in  determining  liability 

2  or  provides  a  special  credit,  a  preferential  rate  of 

3  tax,  or  a  deferral  of  tax  liability; 

4  (3)  a  brief  statement  of  the  purpose  or  pur- 

5  poses  to  be  achieved  by  the  tax  expenditure  provi- 

6  sion; 

7  (4)  the  period  of  time,  if  any,  for  which  the  tax 

8  expenditure  provision  has  been  in  effect; 

9  (5)  the  estimated  revenue  loss  from  the  tax  ex- 

10  penditure  provision  for  the  preceding  2  bienniums; 

11  (6)  an  analysis  of  the  distributional  impact  of 

12  the  tax  expenditure  provision;  and 

13  (7)  the  functional  and  subfunctional  category  of 

14  the  budget  in  which  the  tax  eaqpenditure  provision  is 

15  classified. 

16  (b)  The  General  Accounting  Office,  the  Congressional 

17  Research  Service,  and  the  Office  of  Technology  Assess- 

18  ment  shall  provide  the  Congressional  Budget  Office  and 

19  the  Joint  Tax  Committee  with  information  requested 

20  which  would  aid  in  the  compilation  of  the  tax  inventory. 

21  (c)  The  Department  of  the  Treasury,  the  Office  of 

22  Management  and  Budget,  and  the  other  agencies  shall,  to 

23  the  extent  necessary  and  possible,  provide  the  Congres- 

24  sional  Budget  Office  and  the  Joint  Tax  Conunittee  with 
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1  any  assistance  requested  for  the  preparation  of  the  tax 

2  inventory. 

3  Sec.  443.  The  Committee  on  Ways  and  Means  and 

4  the  Committee  on  Finance  shall  review  the  tax  inventoiy 

5  submitted  as  provided  in  section  442  and,  not  later  than 

6  October  1,  1995,  shall  advise  the  Director  of  the  Congres- 

7  sional  Budget  Office  of  any  proposed  revisions  in  the  com- 

8  position  or  identification  of  tax  expenditure  provisions  in 

9  the  tax  inventory.  After  considering  the  advice  of  such 

10  committees,  such  Director,  in  consultation  with  the  Joint 

11  Tax  Committee,  shall  report,  not  later  than  December  1, 

12  1995,  a  revised  tax  inventory  to  the  House  and  the  Senate. 

13  Sec.  444.   (a)  The  Director  of  the  Congressional 

14  Budget  Office,  after  the  close  of  each  session  of  the  Con- 

15  gress,  shall  revise  the  tax  inventory  after  consultation  with 

16  the  Joint  Tax  Committee  and  issue  a  report  on  the  revi- 

17  sions  thereto  to  the  Senate  and  House  of  Representatives. 

18  Such  report  shall  indicate,  with  respect  to  each  tax  ex- 

19  penditure  provision  estabUshed  during  such  session,  the 

20  revenue  loss  which  will  result  in  the  current  biennium  and 

21  the  2  succeeding  bienniums. 

22  (b)  The  Director  of  the  Congressional  Budget  Office 

23  shall  tabulate  and  issue  periodic  reports  to  the  Senate  and 

24  the  House  of  Representatives  on  the  progress  of  congres- 

25  sional  action  on  bills  and  resolutions  reported  by  the  Com- 
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1  mittee  on  Ways  and  Means  or  the  Committee  on  Finance 

2  or  passed  by  either  House  which  affect  tax  expenditure 

3  provisions  and  each  new  tax  expenditure  provision  pro- 

4  posed  to  be  enacted  by  any  bill  or  resolution  reported,  with 

5  respect  to  the  amount  of  revenue  loss  which  would  result 

6  in  the  next  biennium  and  each  of  the   2   succeeding 

7  bienniums. 

8  Sec.  445.  (a)  During  the  first  session  of  the  One 

9  Hundred  Fourth  Congress,  the  Committee  on  Ways  and 

10  Means  and  the  Committee  on  Finance  shall  report,  and 

11  the  Congress  shall  complete  action  on,  a  bill  prescribing 

12  a  schedule  of  reauthorization  dates  for  all  tax  expenditure 

13  provisions  (other  than  those  specifically  exempted  in  the 

14  bill)  which  are  in  the  tax  inventory,  or,  if  not  in  such  in- 

15  ventory,  which  are  in  effect  on  the  date  of  the  enactment 

16  of  such  bill  or  which  have  been  enacted  or  otherwise  estab- 

17  lished  as  of  such  date  and  will  become  effective  after  such 

18  date.  Under  such  schedule  there  shall  be  5  first  reauthor- 

19  ization  dates  for  tax  expenditure  provisions  beginning  with 

20  September  30,  1996,  and  continuing  on  September  30  of 

21  each  of  the  following  4  even-numbered  years,  and  each 

22  subsequent  reauthorization  date  appUcable  to  a  tax  ex- 

23  penditure  provision  shall  be  the  date  10  years  following 

24  the  preceding  reauthorization  date. 
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1  (b)  Upon  enactment  of  the  bill  described  in  sub- 

2  section  (a),  and  subject  to  the  rules  and  changes  provided 

3  pursuant  to  section  406,  each  tax  expenditure  provision 

4  shall  cease  to  be  effective  on  January  1  of  the  year  follow- 

5  ing  the  first  (or  subsequent)  reauthorization  date  provided 

6  in  the  schedule  adopted  pursuant  to  subsection  (a)  and 

7  the  bills,  resolutions,  or  amendments  thereto  enacted  pur- 

8  suant  to  subsection  (d),  unless  it  would  otherwise  cease 

9  to  be  effective  at  an  earlier  date,  or  unless  it  is  reauthor- 

10  ized  by  a  law  enacted  after  the  date  of  enactment  of  this 

11  title. 

12  (c)  It  shall  not  be  in  order  in  either  the  Senate  or 

13  the  House  of  Representatives  to  consider  a  bill  or  resolu- 

14  tion,  or  amendment  thereto,  which  provides  for  the  reau- 

15  thorization  of  all  or  part  of  a  tax  expenditure  provision 

16  which  is  in  the  schedule  adopted  pursuant  to  subsection 

17  (a)  or  which  was  enacted  pursuant  to  subsection  (d) — 

18  (1)  for  an  indefinite  period  of  time, 

19  (2)  for  a  period  exceeding  10  taxable  years,  or 

20  (3)  (except  during  the  Congress  in  which  the 

21  next  reauthorization  date  for  such  provision  occurs) 

22  for  any  taxable  year  beginning  after  the  next  reau- 

23  thorization  date  apphcable  to  such  tax  e:q)enditure 

24  provision. 
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1  (d)  After  the  enactment  of  the  bill  described  m  sub- 

2  section  (a),  it  shall  not  be  in  order  in  either  the  Senate 

3  or  the  House  of  Representatives  to  consider  any  bill  or 

4  resolution,  or  amendment  thereto,  which  proposes  the  en- 

5  actment  of  a  tax  e3q)enditure  provision  (other  than  a  reau- 

6  thorization  under  subsection  (c))  that  does  not  have  a  re- 

7  authorization  date  (and  subsequent  reauthorization  dates) 

8  which  conform  with  the  schedule  provided  in  subsection 

9  (a). 

10  (e)  Reauthorization  dates  shall  be  prescribed  under 

11  subsections  (a)  and  (d)  so  as  to  provide  for  a  review  of 

12  tax  expenditure  provisions  during  the  same  Congress  as 

13  the  review  under  this  title  of  programs  and  tax  expendi- 

14  ture  provisions  having  similar  objectives,  consistent  with 

15  providing  an  even  distribution  of  the  work  of  reviewing 

16  tax  expenditure  provisions  during  each  Congress  and  tak- 

17  ing  into  consideration  the  economic  impact  of  the  review 

18  process  and  the  interest  of  avoiding  adverse  impact  on  pre- 

19  viously  acquired  assets, 

20  Sec.  446.  In  carrying  out  the  requirements  of  section 

21  445  the  Committee  on  Ways  and  Means,  the  Committee 

22  on  Finance,  and  the  Congress  may  prescribe  transition 

23  rules  and  conforming  and  technical  changes  to  minimize 

24  unfairness,  to  mitigate  any  adverse  effect  which  might  re- 

25  suit  for  taxpayers  who  have  relied  on  a  tax  expenditure 


xcv 

79 

1  provision,  or  to  provide  for  an  orderly  end  of  the  effective- 

2  ness  of  any  such  provision. 

3  Sec.  447.  It  shall  not  be  in  order  in  either  the  Senate 

4  or  the  House  of  Representatives  to  consider  a  bill,  resolu- 

5  tion,  or  amendment  thereto  which  proposes  a  reauthoriza- 

6  tion  date  for  a  tax  expenditure  provision  beyond  the  final 

7  reauthorization  date  of  the  current  sunset  reauthorization 

8  cycle. 

9  Sec.  448.  (a)  It  shall  not  be  in  order  in  either  the 

10  Senate  or  the  House  of  Representatives  to  consider  any 

1 1  bill,  resolution,  or  amendment  thereto,  which  provides  for 

12  the  reauthorization  of  a  tax  expenditure  provision  for  a 

13  taxable  year  beginning  after  the  next  reauthorization  date 

14  applicable  to  such  provision,  unless  a  reauthorization  re- 

15  view  of  such  provision  has  been  completed  during  the  Con- 

16  gress  in  which  the  reauthorization  date  for  such  provision 

17  occurs,  and  the  report  accompanying  such  bill  or  resolu- 

18  tion  includes  a  recommendation  as  to  whether  the  tax  ex- 

19  penditure  provision  should  be  continued  without  change, 

20  continued  with  modifications,  or  terminated,  and  includes, 

21  in  the  scope  and  detail  the  Committee  on  Ways  and  Means 

22  and  the  Committee  on  Finance  deem  appropriate,  the 

23  following: 
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1  (1)  information  and  analysis  on  the  operation, 

2  costs,  results,  accomplishments,  and  effectiveness  of 

3  the  tax  expenditure  provision; 

4  (2)  an  identification  of  any  other  tax  eqpendi- 

5  ture  provisions  or  any  other  programs  having  similar 

6  objectives,  and  a  justification  of  the  need  for  the 

7  proposed  tax  expenditure  in  comparison  with  those 

8  tax  expenditure  provisions  or  programs  which  may 

9  be  potentially  conflicting  or  duplicative;  and 

10  (3)  an  identification  of  the  objectives  intended 

11  for  the  tax  expenditure  provision,  and  the  problem 

12  or  needs  which  the  tax  expenditure  provision  is  in- 

13  tended  to  address,  including  an  analysis  of  the  per- 

14  formance  expected  to  be  achieved,  based  on  the  bill 

15  or  resolution  as  reported. 

16  (b)  It  shall  not  be  in  order  in  either  the  Senate  or 

17  the  House  of  Representatives  to  consider  any  biU,  resolu- 

18  tion,  or  amendment  thereto,  which  proposes  the  enactment 

19  of  a  new  tax  expenditure  provision  unless  the  biU,  resolu- 

20  tion,  or  amendment  thereto  is  accompanied  by  a  report 

21  which  sets  forth,  in  the  scope  and  detail  the  Committee 

22  on  Ways  and  Means  and  the  Committee  on  Finance  deem 

23  appropriate,    the    information    specified    in    subsections 

24  (a)(2)  and  (a)(3)  of  this  section. 
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1  Subtitle  E — ^Miscellaneous 

2  Sec.  451.  Section  1108(e)  of  title  31,  United  States 

3  Code,  is  amended  by  inserting  before  the  period  a  comma 

4  and  "or  at  the  request  of  a  committee  of  either  House 

5  of  Congress  presented  after  the  day  on  which  the  Presi- 

6  dent  transmits  the  budget  to  the  Congress  under  section 

7  1 105  of  this  title  for  the  biennium". 

8  Sec.  452.  Nothing  in  this  title  shall  require  the  public 

9  disclosure  of  matters  that  are  specifically  authorized  under 

10  criteria  established  by  an  Executive  order  to  be  kept  secret 

11  in  the  interest  of  national  defense  or  foreign  policy  and 

12  are  in  fact  properly  classified  pursuant  to  such  Executive 

13  order,  or  which  are  otherwise  specifically  protected  by  law. 

14  Sec.  453.  The  provisions  of  this  section  and  sections 

15  411(a),    411(b),    411(c)(1),   411(c)(2),    411(c)(5),    412, 

16  414(a),  414(c),  414(d),  414(e),  414(f),  414(g),  subtitle  C 

17  (except  section  433),  sections  445  (c)  and  (d),  447,  and 

18  448,  section  455,  and  section  456  of  this  title  are  enacted 

19  by  the  Congress — 

20  (1)  as  an  exercise  of  the  rulemaking  power  of 

21  the  Senate  and  the  House  of  Representatives  respec- 

22  tively,  and  as  such  they  shall  be  considered  as  part 

23  of  the  rules  of  each  House,  respectively,  or  of  that 

24  House  to  which  they  specifically  apply,  and  such 
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1  rules  shall  supersede  other  rules  only  to  the  extent 

2  that  they  are  inconsistent  therewith;  and 

3  (2)  with  full  recognition  of  the  constitutional 

4  right  of  either  House  to  change  such  rules  (so  far 

5  as  relating  to  such  House)  at  any  time,  in  the  same 

6  manner,  and  to  the  same  extent  as  in  the  case  of 

7  any  other  rule  of  such  House. 

8  Sec.  454.  (a)(1)  To  assist  in  the  review  or  reexam- 

9  ination  of  a  program,  the  head  of  an  agency  which  admin- 

10  isters  such  program  and  the  head  of  any  other  agency, 

11  when  requested,  shall  provide  to  each  committee  of  the 

12  Senate  and  the  House  of  Representatives  which  has  legis- 

13  lative  jurisdiction  over  such  program  such  studies,  infor- 

14  mation,  analj^es,  reports,  and  assistance  as  the  committee 

15  may  request. 

16  (2)  Not  later  than  six  months  before  the  first  reau- 

17  thorization  date  specified  for  a  program  in  section  411(b) 

18  the  head  of  the  agency  which  administers  such  program 

19  or  the  head  of  any  other  agency,  when  requested  by  a  com- 

20  mittee  of  the  Senate  or  the  House  of  Representatives,  shall 

21  conduct  a  review  of  those  regulations  currently  promul- 

22  gated  and  in  use  by  that  agency  which  the  committee  spe- 

23  cifically  has  requested  be  reviewed  and  submit  a  report 

24  to  the  Senate  or  the  House  of  Representatives  as  the  case 

25  may  be,  setting  forth  the  regulations  that  agency  intends 
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1  to  retain,  eliminate,  or  modify  if  the  program  is  reauthor- 

2  ized  and  stating  the  basis  for  its  decision. 

3  (3)  On  or  before  October  1  of  the  year  preceding  the 

4  beginning  of  the  Congress  in  which  occurs  the  reauthoriza- 

5  tion  date  for  a  program,  the  Comptroller  General  shall  fur- 

6  nish  to  each  committee  of  the  Senate  and  the  House  of 

7  Representatives  which  has  legislative  jurisdiction  over 

8  such  program  a  listing  of  the  prior  audits  and  reviews  of 

9  such  program  completed  during  the  preceding  six  years. 

10  (4)  Consistent  with  the  discharge  of  the  duties  and 

1 1  functions  imposed  by  law  on  them  or  their  respective  Of- 

12  fices  or  Service,  the  Comptroller  General,  the  Director  of 

13  the  Congressional  Budget  Office,  the  Director  of  the  Of- 

14  fice  of  Technology  Assessment,  and  the  Director  of  the 

15  Congressional  Research  Service  shall  furnish  to  each  com- 

16  mittee  of  the  Senate  and  the  House  of  Representatives 

17  such  information,  analyses,  and  reports  as  the  committee 

18  may  request  to  assist  it  in  conducting  reviews  or  evalua- 

19  tions  of  programs. 

20  (b)(1)  On  or  before  October  1  of  the  year  preceding 

21  the  beginning  of  the  Congress  in  which  occurs  the  reau- 

22  thorization  date  for  a  program,  the  President,  with  the 

23  cooperation  of  the  head  of  each  appropriate  agency,  shall 

24  submit  to  the  Congress  a  "Regulatory  DupUcation  and 
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1  Conflicts  Report"  for  all  such  programs  scheduled  for  re- 

2  authorization  in  the  next  Congress. 

3  (2)  Each  such  regulatory  duplication  and  conflicts  re- 

4  port  shall — 

5  (A)  identify  regulatory  policies,  including  data 

6  collection  requirements,   of  such  programs  or  the 

7  agencies  which  administer  them,  which  duplicate  or 

8  conflict  with  each  other  or  with  rules  or  regulations 

9  or  regulatory  policies  of  other  programs  or  agencies, 

10  and  identify  the  provisions  of  law  which  authorize  or 

11  require   such   duplicative   or   conflicting   regulatory 

12  policies  or  the  promulgation  of  such  duplicative  or 

13  conflicting  rules  or  regulations; 

14  (B)   identify  the  regulatory  policies,  including 

15  data    collection    requirements,    of    such    programs 

16  which  are,  or  which  tend  to  be,  duplicative  of  or  in 

17  conflict  with  rules  or  regulations  or  regulatory  poU- 

18  cies  of  State  or  local  governments;  and 

19  (C)  contain  recommendations  which  address  the 

20  conflicts  or  duplications  identified  in  subparagraphs 

21  (A)  and  (B). 

22  (3)  The  regulatory  duplication  and  conflicts  report 

23  submitted  by  the  President  pursuant  to  this  subsection 

24  shall  be  referred  to  the  committee  or  committees  of  the 
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1  House  of  Representatives  and  the  Senate  with  legislative 

2  jurisdiction  over  the  programs  affected  by  the  reports. 

3  Sec.  455.  (a)  Not  later  than  15  days  after  the  begin- 

4  ning  of  the  second  regular  session  of  the  Congress  in 

5  which  occurs  the  reauthorization  date  applicable  to  a  pro- 

6  gram  under  section  411(b),  the  chairmen  of  the  commit- 

7  tees  of  the  Senate  and  the  House  of  Representatives  hav- 

8  ing  legislative  jurisdiction  over  such  programs  shall  intro- 

9  duce,  in  their  respective  Houses,  a  bill  which,  if  enacted 

10  into  law,  would  constitute  a  required  authorization  (as  de- 

11  fined  in  section  411(c)(1)(B)),  and  such  a  bill  (hereafter 

12  in  this  section  referred  to  as  a  "sunset  reauthorization 

13  bill")  shall  be  referred  to  the  appropriate  committee  of  the 

14  Senate  or  the  House  of  Representatives,  as  the  case  may 

15  be.  This  subsection  shall  not  apply  in  the  case  of  a  pro- 

16  gram  which  has  been  reauthorized  by  a  required  author- 

17  ization  which  was  signed  into  law  by  the  President  prior 

18  to  fifteen  days  after  the  beginning  of  the  second  regular 

19  session  of  the  Congress  in  which  occurs  the  reauthoriza- 

20  tion  date  applicable  to  such  program. 

21  (b)  If  the  committee  to  which  a  sunset  reauthoriza- 

22  tion  bill  for  a  program  has  not  reported  such  bill  by  May 

23  15  of  the  year  in  which  the  reauthorization  date  for  such 

24  program  occurs,  and  no  other  bill  which  would  constitute 

25  a  required  authorization  for  such  program  has  been  en- 
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1  acted  into  law  by  that  date,  it  is  in  order  to  move  to  dis- 

2  charge  the  committee  fix)m  further  consideration  of  the 

3  sunset  reauthorization  bill  at  any  time  thereafter, 

4  (c)  The  provisions  of  section  912(a)  of  title  5,  United 

5  States  Code,  as  it  relates  to  the  discharge  of  resolutions 

6  of  disapproval  on  reorganization  plans,  shall  apply  to  mo- 

7  tions  to  discharge  sunset  reauthorization  bills,  and  the 

8  provisions  of  subsections  (b)(2),  (c)  (2)  through  (5),  and 

9  (d)  of  section  1017  of  the  Impoundment  Control  Act  of 

10  1974,  insofar  as  they  relate  to  the  consideration  of  rescis- 

11  sion  bills  shall  apply  to  the  consideration  of  such  sunset 

12  reauthorization  bills,  amendments  thereto,  motions  and 

13  appeals  with  respect  thereto,  and  conference  reports  there- 

14  on. 

15  Sec.  456.  The  Committees  on  Grovemmental  Affairs 

16  and  on  Rules  and  Administration  of  the  Senate  and  the 

17  Committees  on  Government  Operations  and  on  Rules  of 

18  the  House  of  Representatives  shall  review  the  operation 

19  of  the  procedures  established  by  this  title,  and  shall  submit 

20  a  report  not  later  than  December  31,  1998,  and  each  five 

21  years  thereafter,   setting  forth  their  findings  and  rec- 

22  ommendations.  Such  reviews  and  reports  may  be  con- 

23  ducted  jointly. 

24  Sec.  457.  There  are  authorized  to  be  appropriated 

25  for  bienniums  ending  before  October  1,  2002,  such  sums 
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1  as  may  be  necessary  to  carry  out  the  review  requirement 

2  of  subtitles  A  and  C  and  the  requirements  for  the  compila- 

3  tion  of  the  inventory  of  Federal  programs  as  set  forth  in 

4  subtitle  D. 

5  TITLE  V— EXPEDITED 

6  RESCISSION  AUTHORITY 

7  SEC.  601.  EXPEDITED  CONSIDERATION  OF  CERTAIN  PRO- 

8  POSED  RESCISSIONS. 

9  (a)  In  General. — ^Part  B  of  title  X  of  the  Congres- 

10  sional  Budget  and  Impoundment  Control  Act  of  1974  (2 

11  U.S.C.  681  et  seq.)  is  amended  by  redesignating  sections 

12  1013  through  1017  as  sections  1014  through  1018,  re- 

13  spectively,  and  inserting  after  section  1012  the  following 

14  new  section: 

15  "EXPEDITED  CONSroERATION  OF  CERTAIN  PROPOSED 

16  RESCISSIONS 

17  "Sec  1013.  (a)  Proposed  Resctssion  of  Budget 

18  Authority. — ^In  addition  to  the  method  of  rescinding 

19  budget  authority  specified  in  section  1012,  the  President 

20  may  propose,  at  the  time  and  in  the  manner  provided  in 

21  subsection  (b),  the  rescission  of  all  or  part  of  any  budget 

22  authority  provided  in  an  appropriations  Act. 

23  "(b)  Transmittal  of  Special  Message. — 

24  "(1)  Not  later  than  10  days  after  the  date  on 

25  which  the  President  approves  an  appropriation  Act, 

26  the  President  may — 
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1  "(A)  transmit  to  the  Congress  one  or  more 

2  special  messages  proposing  to  rescind  specific 

3  line  item  amounts  of  budget  authority  provided 

4  in  that  Act;  and 

5  "(B)  transmit  with  each  separate  special 

6  message  a  draft  bill  or  joint  resolution  that,  if 

7  enacted,    would   rescind   that   specific   budget 

8  authority. 

9  "(2)  Each  special  message  referred  to  in  para- 

10  graph  (1)  shall  be  limited  to  a  single  item  of  rescis- 

1 1  sion  of  budget  authority.  If  the  bill  or  resolution  en- 

12  acted  contains  more  than  a  single  item  of  rescission, 

13  the  President  shall  transmit  as  many  separate  mes- 

14  sages  as  there  are  items  of  rescission. 

15  "(3)  Each  special  message  shall  specify,  with 

16  respect  to  the  budget  authority  proposed  to  be  re- 

17  scinded,  the  matters  referred  to  in  paragraphs  (1) 

18  through  (5)  of  section  1012(a). 

19  "(c)    Procedures    for    Expedited    Consider- 

20  ATION. — 

21  "(1)(A)  On  the  date  on  which  a  special  message 

22  is  transmitted  to  the  Congress  under  subsection  (b), 

23  or  as  soon  thereafter  as  possible,  the  mtgority  leader 

24  or  minority  leader  of  the  House  of  the  Congress  in 

25  which  the  appropriation  Act  involved  first  originated 


cv 

89 

1  shall  introduce  (by  request)  the  draft  bill  or  joint 

2  resolution  aecompan3dng  that  special  message.  If  the 

3  bill  or  joint  resolution  is  not  introduced  as  provided 

4  in  the  preceding  sentence,  then  any  Member  of  that 

5  House  may  introduce  the  bill  or  joint  resolution. 

6  "(B)  The  bill  or  joint  resolution  shall  be  re- 

7  ferred  to  the  Committee  on  Appropriations  of  that 

8  House.  The  committee  shall  report  the  bill  or  joint 

9  resolution  without  substantive  revision  and  with  or 

10  without  recommendation.  The  bill  or  joint  resolution 

1 1  shall  be  reported  not  later  than  the  end  of  the  period 

12  (not  to  exceed  7  days)  established  for  consideration 

13  of  the  bill  or  joint  resolution  by  the  Speaker  of  the 

14  House  of  Representatives  or  the  magority  leader  of 

15  the  Senate,  as  the  case  may  be.  A  committee  failing 

16  to  report  the  bill  or  joint  resolution  within  such  pe- 

17  riod  shall  be  automatically  dischai^ed  from  consider- 

18  ation  of  the  bill  or  joint  resolution,  and  the  bill  or 

19  joint  resolution  shall  be  placed  on  the  appropriate 

20  calendar. 

21  "(C)  A  vote  on  final  passage  of  the  bill  or  joint 

22  resolution  shall  be  taken  in  that  House  on  or  before 

23  the  close  of  the  10th  calendar  day  of  continuous  ses- 

24  sion  of  the  Congress  after  the  date  of  the  introduc- 

25  tion  of  the  bill  or  joint  resolution  in  that  House.  If 
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1  the  bill  or  joint  resolution  is  agreed  to,  the  Clerk  of 

2  the  House  of  Representatives  (in  the  case  of  a  bill 

3  or  joint  resolution  agreed  to  in  the  House  of  Rep- 

4  resentatives)  or  the  Secretary  of  the  Senate  (in  the 
.5  case  of  a  bill  or  joint  resolution  agreed  to  in  the 

6  Senate)  shall  cause  the  bill  or  joint  resolution  to  be 

7  engrossed,  certified,  and  transmitted  to  the  other 

8  House  of  the  Congress  on  the  same  calendar  day  on 

9  which  the  bill  or  joint  resolution  is  agreed  to. 

10  "(2)(A)  A  bill  or  joint  resolution  transmitted  to 

11  the  House  of  Representatives  or  the  Senate  pursu- 

12  ant  to  paragraph  (1)(C)  shall  be  referred  to  the 

13  Committee  on  Appropriations  of  that  House.   The 

14  committee  shall  report  the  bill  or  joint  resolution 

15  without  substantive  revision  and  with  or  without  rec- 

16  ommendation.  The  bill  or  joint  resolution  shall  be  re- 

17  ported  not  later  than  the  end  of  the  period  (not  to 

18  exceed  7  days)  established  for  consideration  of  the 

19  bill  or  joint  resolution  by  the  Speaker  of  the  House 

20  of  Representatives  or  the  mjgority  leader  of  the  Sen- 

21  ate,  as  the  case  may  be.  A  committee  failing  to  re- 

22  port  the  bill  or  joint  resolution  within  such  period 

23  shall  be  automatically  discharged  from  consideration 

24  of  the  bill  or  joint  resolution,  and  the  bill  or  joint 
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1  resolution   shall   be   placed   upon   the    appropriate 

2  calendar. 

3  "(B)  A  vote  on  final  passage  of  a  bill  or  joint 

4  resolution  transmitted  to  that  House  shall  be  taken 

5  on  or  before  the  close  of  the  10th  calendar  day  of 

6  continuous  session  of  the  Congress  after  the  date  on 

7  which  the  bill  or  joint  resolution  is  transmitted.  If 

8  the  bill   or  joint  resolution   is   agreed   to   in   that 

9  House,  the  Clerk  of  the  House  of  Representatives 

10  (in  the  case  of  a  bill  or  joint  resolution  agreed  to  in 

11  the  House  of  Representatives)  or  the  Secretary  of 

12  the  Senate  (in  the  case  of  a  bill  or  joint  resolution 

13  agreed  to  in  the  Senate)  shall  cause  the  engrossed 

14  bill  or  joint  resolution  to  be  returned  to  the  House 

15  in  which  the  bill  or  joint  resolution  originated,  to- 

16  gether  with  a  statement  of  the  action  taken  by  the 

17  House  acting  under  this  paragraph. 

18  "(3) (A)  A  motion  in  the  House  of  R«presenta- 

19  tives  to  proceed  to  the  consideration  of  a  bill  or  joint 

20  resolution  under  this  section  shall  be  highly  privi- 

21  leged  and  not  debatable.  An  amendment  to  the  mo- 

22  tion  shall  not  be  in  order,  nor  shall  it  be  in  order 

23  to  move  to  reconsider  the  vote  by  which  the  motion 

24  is  agreed  to  or  disagreed  to. 
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1  "(B)  Debate  in  the  House  of  Representatives 

2  on  a  bill  or  joint  resolution  under  this  section  shall 

3  be  limited  to  not  more  than  1  hour,  which  shall  be 

4  divided  equally  between  those  favoring  and  those  op- 

5  posing  the  bill  or  joint  resolution.  A  motion  further 

6  to  limit  debate  shall  not  be  debatable  and  shall  re- 

7  quire  an  affirmative  vote  of  two-thirds  of  the  Mem- 

8  bers  voting,  a  quorum  being  present.  It  shall  not  be 

9  in  order  to  move  to  recommit  a  bill  or  joint  resolu- 

10  tion  under  this  section  or  to  move  to  reconsider  the 

1 1  vote  by  which  the  bill  or  joint  resolution  is  agreed 

12  to  or  disagreed  to. 

13  "(C)  All  appeals  from  the  decisions  of  the  Chair 

14  relating  to  the  application  of  the  Rules  of  the  House 

15  of  Representatives  to  the  procedure  relating  to  a  bill 

16  or  joint  resolution  under  this  section  shall  be  decided 

17  without  debate. 

18  "(D)  Except  to  the  extent  specifically  provided 

19  in  the  preceding  provisions  of  this  subsection,  con- 

20  sideration  of  a  bill  or  joint  resolution  under  this  sec- 

21  tion  shall  be  governed  by  the  Rules  of  the  House  of 

22  Representatives  applicable  to  other  bills  and  joint 

23  resolutions  in  similar  circumstances. 

24  "(4) (A)  A  motion  in  the  Senate  to  proceed  to 

25  the  consideration  of  a  bill  or  joint  resolution  under 
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1  this  section  shall  be  privileged  and  not  debatable.  An 

2  amendment  to  the  motion  shall  not  be  in  order,  nor 

3  shall  it  be  in  order  to  move  to  reconsider  the  vote 

4  by  which  the  motion  is  agreed  to  or  disagreed  to. 

5  "(B)  Debate  in  the  Senate  on  a  bill  or  joint  res- 

6  olution  under  this  section,  and  all  debatable  motions 

7  and  appeals  in  connection  therewith,  shall  be  limited 

8  to  not  more  than  1  hour.  The  time  shall  be  equally 

9  divided  between,   and  controlled  by,   the  minority 

10  leader  and  the  minority  leader  or  their  designees. 

11  "(C)  Debate  in  the  Senate  on  any  debatable 

12  motion  or  appeal  in  connection  with  a  bill  or  joint 

13  resolution  under  this  section  shall  be  limited  to  not 

14  more  than  1  hour,  to  be  equally  divided  between, 

15  and  controlled  by,  the  mover  and  the  manager  of  the 

16  bill  or  joint  resolution,  except  that  in  the  event  the 

17  manager  of  the  bill  or  joint  resolution  is  in  favor  of 

18  any  such  motion  or  appeal,  the  time  in  opposition 

19  thereto,  shall  be  controlled  by  the  minority  leader  or 

20  his  designee.  Such  leaders,  or  either  of  them,  may, 

21  from  time  under  their  control  on  the  passage  of  a 

22  bill  or  joint  resolution,  allot  additional  time  to  any 

23  Senator  during  the  consideration  of  any  debatable 

24  motion  or  appeal. 
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1  "(D)  A  motion  in  the  Senate  to  further  limit 

2  debate  on  a  biU  or  joint  resolution  under  this  section 

3  is  not  debatable.  A  motion  to  recommit  a  bill  or  joint 

4  resolution  under  this  section  is  not  in  order. 

5  "(d)  Amendments  Prohibited. — No  amendment  to 

6  a  bill  or  joint  resolution  considered  under  this  section  shall 

7  be  in  order  in  either  the  House  of  Representatives  or  the 

8  Senate.  No  motion  to  suspend  the  application  of  this  sub- 

9  section  shall  be  in  order  in  either  House,  nor  shall  it  be 

10  in  order  in  either  House  for  the  Presiding  Officer  to  enter- 

1 1  tain  a  request  to  suspend  the  appUcation  of  this  subsection 

12  by  unanimous  consent. 

13  "(e)  Requirement  To  Make  Available  for  Obli- 

14  GATION. — Any  amount  of  budget  authority  proposed  to  be 

15  rescinded  in  a  special  message  transmitted  to  the  Congress 

16  under  subsection  (b)  shall  be  made  available  for  obligation 

17  after  the  date  on  which  the  Congress  fails  to  pass  the  bill 

18  or  joint  resolution  transmitted  with  that  special  message. 

19  "(f)  Appropriation  Act  Defined. — For  purposes 

20  of  this  section,  the  term  'appropriation  Act'  means  any 

21  general  or  special  appropriation  Act,  and  any  Act  or  joint 

22  resolution  making  supplemental,  deficiency,  or  continuing 

23  appropriations.". 

24  (b)  Exercise  of  Rulemaking  Powers. — Section 

25  904  of  such  Act  (2  U.S.C.  621  note)  is  amended— 
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1  (1)  by  striking  out  "and  1017"  in  subsection 

2  (a)  and  inserting  in  lieu  thereof  "1013,  and  1018"; 

3  and 

4  (2)  by  striking  out  "section  1017"  in  subsection 

5  (d)  and  inserting  in  lieu  thereof  "sections  1013  and 

6  1018". 

7  (c)  Conforming  Amendments. —  '. 

8  (1)  Paragraph  (5)  of  section  1011  of  such  Act 

9  (2  U.S.C.  682(5))  is  amended— 

10  (A)  by  striking  out  "1012,  and"  and  in- 

11  serting  in  lieu  thereof  "1012,  the  time  periods 

12  referred  to  in  subsections  (c)  and  (d)  of  section 

13  1013,  and"; 

14  (B)  by  striking  out  "1012  during"  and  in- 

15  serting  in  lieu  thereof  "1012  or  1013  during"; 

16  (C)  by  striking  out  "of  45"  and  inserting 

17  in  lieu  thereof  "of  the  appUcable  number  of; 

18  and 

19  (D)   by  striking  out  "45-day  period  re- 

20  ferred  to  in  paragraph  (3)  of  this  section  and 

21  in  section  1012"  and  inserting  in  Ueu  thereof 

22  "period  or  periods   of  time   applicable  imder 

23  such  section". 

24  (2)  Such  section  is  further  amended — 
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1  (A)    in   paragraph    (4),    by   striking   out 

2  "1013"  and  inserting  in  Ueu  thereof  "1014"; 

3  and 

4  (B)  in  paragraph  (5) — 

5  (i)  by  striking  out  "1016"  and  insert- 

6  ing  in  lieu  thereof  "1017";  and 

7  (ii)  by  striking  out  "1017(b)(1)"  and 

8  inserting  m  Ueu  thereof  "1018(b)(1)". 

9  (3)  Section  1015  of  such  Act  (as  redesignated 

10  by  section  3(a))  (2  U.S.C.  685)  is  amended— 

11  (A)  by  striking  out  "1012  or  1013"  each 

12  place  it  appears  and  inserting  in  Ueu  thereof 

13  "1012,  1013,  or  1014"; 

14  (B)  in  subsection  (b)(1),  by  striking  out 

15  "1012"  and  mserting  m  lieu  thereof  "1012  or 

16  1013"; 

17  (C)  in  subsection  (b)(2),  by  striking  out 

18  "1013"  and  inserting  in  lieu  thereof  "1014"; 

19  and 

20  (D)  in  subsection  (e)(2)— 

21  (i)  by  striking  out  "and"  at  the  end  of 

22  subparagraph  (A); 

23  (u)    by    redesignating    subparagraph 

24  (B)  as  subparagraph  (C); 
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1  (iii)  by  striking  out  "1013"  in  sub- 

2  paragraph  (C)  (as  so  redesignated)  and  in- 

3  serting  in  lieu  thereof  "1014";  and 

4  (iv)  by  inserting  after  subparagraph 

5  (A)  the  following  new  subparagraph: 

6  "(B)  he  has  transmitted  a  special  message 

7  under  section  1013  with  respect  to  a  proposed 

8  rescission;  and". 

9  (4)  Section  1016  of  such  Act  (as  redesignated 

10  by  section  3(a))  (2  U.S.C.  686)  is  amended  by  strikr 

11  ing  out  "1012  or  1013"  each  place  it  appears  and 

12  inserting  in  lieu  thereof  "1012,  1013,  or  1014". 

13  (d)  Clerical  Amendments. — The  table  of  sections 

14  for  subpart  B  of  title  X  of  such  Act  is  amended — 

15  (1)  by  redesignating  the  items  relating  to  sec- 

16  tions  1013  through  1017  as  items  relating  to  sec- 

17  tions  1014  through  1018;  and 

18  (2)  by  inserting  after  the  item  relating  to  sec- 

19  tion  1012  the  following  new  item: 

"Sec.  1013.  Expedited  consideration  of  certain  proposed  rescissions.". 

20  SEC.  602.  APPUCATION. 

21  Section  1013  of  the  Congressional  Budget  and  Im- 

22  poundment  Control  Act  of  1974  (as  added  by  section  501 

23  of  this  Act)  shall  apply  to  amounts  of  budget  authority 

24  provided  by  appropriation  Acts  (as  defined  in  subsection 
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1  (f)(2)  of  such  section)  that  are  enacted  after  the  date  of 

2  the  enactment  of  this  Act. 

3  TITLE  VI— PERFORMANCE- 

4  BASED  BUDGETING 

5  SEC.  601.  FINDINGS  AND  PURPOSES. 

6  (a)  Findings. — The  Congress  finds  that — 

7  (1)  despite  migor  efforts  by  the  Congress  and 

8  the  Executive  Branch  to  improve  the  financial  man- 

9  agement  of  the  Federal  Grovemment,  unacceptable 

10  waste  and  mismanagement  persists  in  Federal  pro- 

1 1  grams; 

12  (2)  waste  and  mismanagement  place  an  intoler- 

13  able  burden  on  the  limited  resources  of  important 

14  Federal  programs,  reducing  the  abiUty  of  such  pro- 

15  grams  to  adequately  address  vital  needs; 

16  (3)  much  of  the  pubUc's  opposition  to  increased 

17  taxes  is  based  on  a  belief  that  taxpayers  are  not  get- 

18  ting  full  value  for  their  tax  dollar; 

19  (4)    because    financial    management    systems 

20  focus  on  how  money  is  spent,  but  not  on  how  well 

21  it  is  spent  and  the  value  received  for  it,  the  Federal 

22  Government  is  handicapped  in  its  ability  to  identify 

23  wasteful  or  ineffective  programs;  and 

24  (5)  the  Congress  is  further  handicapped  in  its 

25  ability  to  conduct  adequate  and  thorough  oversight 
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1  of  Federal  programs,  because  few  programs  have 

2  measurable  goals  against  which  to  track  and  com- 

3  pare  performance. 

4  (b)  Purposes. — The  purposes  of  this  title  are — 

5  (1)  to  strengthen  Government  accountability  by 

6  showing  the  American  taxpayers  what  results  to  ex- 

7  pect  for  their  tax  dollars  when  a  program  is  funded, 

8  and  what  results  the  taxpayers  actually  receive; 

9  (2)  to  improve  congressional  oversight  and  the 

10  uncovering  of  waste  and  mismanagement,  by  requir- 

11  ing   that   measurable    performance    standards    and 

12  goals  be  established  for  all  Federal  programs  and 

13  that  each  Federal  department  and  agency  issue  an 

14  annual   program  performance   report  showing  pro- 

15  gram  accomplishment; 

16  (3)  to  free  additional  resources  for  vital  Federal 

17  programs,  by  reducing  waste,  reforming  or  eliminat- 

18  ing  ineffective  programs,  and  allowing  the  targeting 

19  of  funds  to  those  programs  achieving  the  best  re- 

20  suits; 

21  (4)  to  change  the  Federal  budget  from  a  politi- 

22  cal  document  into  a  policy-making  and  management 

23  tool,  by  requiring  that  the  budget  incorporate  a  per- 

24  formance    standards   and   goals   plan   for   Federal 

25  spending. 
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1  SEC.  602.  PERFORMANCE  STANDARDS  AND  GOALS  PLANS. 

2  (a)  Budget  Contents  and  Submission  to  Con- 

3  GRESS. — Section  1105(a)  of  title  31,  United  States  Code, 

4  is  amended  by  adding  at  the  end  thereof  the  following  new 

5  paragraph: 

6  "(29)    a   Federal   performance   standards   and 

7  goals  plan  for  the  overall  budget  as  provided  for 

8  under  section  1115.". 

9  (b)     Performance     Standards     and     GtOals 

10  Plans. — Chapter  11  of  title  31,  United  States  Code,  is 

11  amended  by  adding  after  section  1114  the  following  new 

12  sections: 

13  ''§1115.  Performance  standards  and  goals  plans 

14  "(a)    In    carrying    out    the    provisions    of    section 

15  1105(a)(29),  the  Office  of  Management  and  Budget  shall 
•16  promulgate  regulations  requiring  each  department  and 

17  agency  to  establish  a  performance  standards  and  goals 

18  plan  for  each  major  expenditure  category  of  the  budget 

19  of  such  department  or  agency.  Such  plan  shall — 

20  "(1)  establish  performance  indicators  to  be  used 

21  to  define  and  measure  the  outputs,  products,  serv- 

22  ices,  and  results  of  each  expenditure  allocated; 

23  "(2)  establish  performance  standards  and  goals 

24  to  define  and  measure  the  specific  service  or  product 

25  to  be  achieved  or  produced  for  the  expenditure  allo- 

26  cated; 
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1  "(3)  express  such  standards  and  goals  in  an  ob- 

2  jective,   quantifiable,   and  measurable   form  unless 

3  permitted  in  an  alternative  form  under  subsection 

4  (b); 

5  "(4)  establish  mjgor  expenditure  categories  of 

6  related  functions  of  such  agency  or  department  for 

7  the  analysis  of  performance  standards  and  goals; 

8  "(5)  include  actual  program  results  compared 

9  with  original  performance  standards  and  goals,  inte- 

10  grated    with    program    cost    information,    to    show 

11  trends  in  costs  per  unit-of-result,  unit-of-service,  or 

12  other  unit-of-output; 

13  "(6)  review  the  success  of  achieving  the  per- 

14  formance  standards  and  goals  of  the  preceding  bien- 

15  nium;  and 

16  "(7)  evaluate  the  performance  standards  and 

17  goals    for    the    biennium    relative    to    the    results 

18  achieved  for  the  performance  standards  and  goals  in 

19  the  preceding  biennium. 

20  "(b)  If  the  Office  of  Management  and  Budget  deter- 

21  mines  that  it  is  not  feasible  to  express  the  performance 

22  standards  and  goals  of  a  particular  program  in  an  expend- 

23  iture  category  in  an  objective  and  quantifiable  form,  the 

24  Office  of  Management  and  Budget  may  authorize  an  alter- 
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1  native  form.  Such  alternative  form  shall  include  separate 

2  descriptive  statements  of  both — 

3  "(1)  a  minimally  effective  program,  and 

4  "(2)  a  successful  program, 

5  with  sufficient  precision  and  in  such  terms  that  would 

6  allow   for   an    accurate,    independent   determination   of 

7  whether  the  program's  performance  meets  the  criteria  of 

8  either  description. 

9  "(c)  The  Office  of  Management  and  Budget  shall  re- 

10  view  and  adjust  the  department  and  agency  plans  estab- 

11  lished  under  subsection  (a)  and  establish  an  overall  per- 

12  formanee  standards  and  goals  plan  for  the  Federal  Gov- 

13  emment. 

14  **§  1116.  Program  performance  reports 

15  "(a)  By  December  31  of  each  odd-numbered  year,  the 

16  head  of  each  department  and  agency  shall  prepare  and 

17  submit  to  the  President  and  the  Congress,  a  report  on  the 

18  program  performance  for  the  previous  biennium. 

19  "(b)  Each  program  performance  report  shall  enumer- 

20  ate  all  performance  indicators  estabhshed  in  the  depart- 

21  mental  or  agency  performance  standards  and  goals  plan, 

22  along  with  the  performance  goals  and  the  actual  results 

23  achieved  for  the  previous  biennium  and  the  goals  for  the 

24  current  biennium.  Program  costs  and,  where  applicable, 

25  trends  in  costs  per  unit-of-result,  unit-of-service,  or  other 
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1  unit-of-output  shall  be  shown.  Where  the  performance 

2  standards  and  goals  are  specified  by  descriptive  state- 

3  ments  of  a  minimally  effective  program  and  a  successful 

4  program,  the  results  of  such  program  shall  be  described 

5  in  relationship  to  those  categories,  including  whether  the 

6  results  failed  to  meet  the  criteria  of  either  category. 

7  "(c)  Where  a  performance  standard  or  goal  has  not 

8  been  met,  including  when  a  program's  results  are  not  de- 

9  termined  to  have  met  the  criteria  of  a  successful  program, 

10  the  report  shall  explain — 

11  "(1)  why  the  goal  was  not  met,  including  an  in- 

12  dication  of  any  managerial  deficiencies  or  of  any 

13  legal  obstacles; 

14  "(2)  plans  and  schedule  for  achieving  the  estab- 

15  lished  performance  goal; 

16  "(3)    recommended    legislative    or    regulatory 

17  changes  necessary  to  achieve  the  goal;  and 

18  "(4)  if  the  performance  standard  or  goal  is  im- 

19  practical  or  infeasible,  why  that  is  the  case  and  what 

20  action  is  recommended,  including  whether  the  goal 

21  should  be  changed  or  the  program  altered  or  elimi- 

22  nated. 

23  "(d)  By  December  31  of  each  odd-numbered  year,  the 

24  Office  of  Management  and  Budget  shall  prepare  and  sub- 

25  mit  to  the  President  and  the  Congress,  a  report  on  all 
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1  tax  expenditures  that  reduced  revenues  by  at  least  $2  bil- 

2  lion  in  the  previous  biennium.". 

3  (c)  Technical  and  Conforming  Amendment. — 

4  The  table  of  sections  for  chapter  11  of  title  31,  United 

5  States  Code,  is  amended  by  adding  after  the  item  relating 

6  to  section  1114  the  following  new  items: 

"1115.  Performance  standards  and  goals  plans. 
"1116.  Program  performance  reports.". 

7  SEC.  60S.  CONGRESSIONAL  ESTABLISHMENT  OF  PERFORM- 

8  ANCE  STANDARDS  AND  GOALS. 

9  (a)  In  General. — It  shaU  not  be  in  order  for  either 

10  the  House  of  Representatives  or  the  Senate  to  consider 

1 1  any  bill  or  resolution  (or  amendment  thereto)  which  pro- 

12  vides  for  the  authorization  of  appropriations  or  for  the  ap- 

13  propriation  of  funds,  unless  such  bill  or  resolution  (or 

14  amendment  thereto)  specifies  performance  standards  and 

15  goals  for  such  authorization  or  appropriation. 

16  (b)  Performance  Standards  and  Goals. — (1) 

17  The  program  performance  standards  and  goals  required 

18  under  subsection  (a)  shall — 

19  (A)  specify  either — 

20  (i)  objective,  quantifiable,  and  measurable 

21  standards  and  goals  expected  to  be  achieved,  or 

22  (ii)   separate  descriptive  statements  of  a 

23  minimally  effective  program  and  of  a  successful 

24  program,  with  sufficient  precision  and  in  such 
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1  terms  that  would  allow  for  an  accurate,  inde- 

2  pendent    determination    of   whether    the    pro- 

3  gram's  performance  meets  the  criteria  of  either 

4  description; 

5  (B)  include  indicators  of  cost  per  unit-of-result, 

6  unit-of-service,  or  other  unit-of-output,  of  the  type 

7  specified  in  the  legislation  authorizing  the  appropria- 

8  tion  or  relevant  program;  and 

9  (C)  be  established  after  review  of  the  plan  es- 

10  tablished  under  section   1115   of  title  31,   United 

11  States  Code. 

12  (2)  An  appropriation  Act  may  specify  a  lesser  amount 

13  of  a  performance  standard  or  goal  to  be  achieved  than  is 

14  provided   by  the   authorizing   legislation,   but   may   not 

15  change  the  specific  type  of  standard  or  goal. 

16  (c)  Waiver. — This  section  may  be  waived  or  sus- 

17  pended  in  the  Senate  only  by  the  affirmative  vote  of  three- 

18  fifths  of  the  Members,  duly  chosen  and  sworn,  and  in  the 

19  House  of  Representatives  only  by  resolution  reported  by 

20  the  Committee  on  Rules  and  adopted  by  the  House. 
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1  TITLE  Vn— INCREMENTAL- 

2  BASED  BUDGETING 

3  SEC.  701.  INCREMENTAL-BASED  BUDGETING 

4  (a)    Incremental-Based    Budgeting    Regula- 

5  TIONS.— Section  1109  of  chapter  11  of  title  31,  United 

6  States  Code,  is  amended  to  read  as  follows: 

7  **§  1109.  Incremental-based  budgeting 

8  "(a)  The  Office  of  Management  and  Budget  shall 

9  promulgate  regulations  requiring  each  department  and 

10  agency  to  require  that — 

11  "(1)  officers  and  employees  who  submit  budgets 

12  to  the  head  of  that  department  or  agency — 

13  "(A)  be  required  to  submit  at  least  2  budg- 

14  ets:  one  that  sets  forth  spending  at  least  5  per- 

15  cent  lower  than  the  prior  biennium's  budget 

16  and  the  other  that  sets  forth  spending  at  least 

17  15   percent  lower  than   the   prior  biennium's 

18  budget;  and 

19  "(B)  in  such  budgets  detail  specific  gains 

20  and  losses  of  project  performance  at  each  such 

21  incremental  budget  level  as  compared  to  other 

22  proposed  budget  levels;  and 

23  "(2)  the  head  of  each  department  or  agency 

24  submit  to  the  Office  of  Management  and  Budget  at 

25  least  one  budget  for  that  department  or  agency  that 
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1  sets  forth  spending  at  least  10  percent  lower  than 

2  the  prior  biennium's  budget. 

3  "(b)  Whenever  the  Office  of  Management  and  Budget 

4  reports  an  estunated  budget  deficit  under  section  105(a) 

5  of  the  Comprehensive  Budget  Process  Reform  Act  of 

6  1993,  not  later  than  October  15  of  that  calendar  year, 

7  the  President  shall  submit  to  Congress  a  report  that  would 

8  either — 

9  "(1)  recommend  specific  changes  in  outlays  or 

10  revenues  sufficient  to  eliminate  that  deficit,  or 

11  (2)  recommend  waiver  of  the  requirement  to 

12  ehminate  that  deficit.". 

13  (b)  Technical  and  Conforming  Amendment. — 

14  The  item  relating  to  section  1109  in  the  table  of  sections 

15  for  chapter  11  of  title  31,  United  States  Code,  is  amended 

16  to  read  as  follows: 

"1109.  Incremental-based  budgeting.". 

O 


103d  congress 
1st  Session 


H.R.1182 


To  improve  budgetary  information  by  requiring  that  the  unified  budget  pre- 
sented by  the  President  contain  an  oj)erating  budget  and  a  capital 
budget,  distinguish  between  general  funds,  trust  funds,  and  enterprise 
funds,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

March  2,  1993 
Mr.  Wise  (for  himself,  Mr.  BORSKI,  Mr.  Abercrombie,  Mr.  Barcia,  Ms. 
Daxner,  Mr.  Maxn,  Ms.  Kaptur,  Mr.  McCloskey,  Mr.  Hdcchey, 
Mrs.  Byrne,  Mr.  Sukdquist,  Mrs.  Mikk,  Mr.  I*eterson  of  Minnesota, 
Mr.  Blute,  Mr.  FiLNER,  Mr.  HuGHES,  Mr.  Clinger,  and  Mr.  LAN- 
CASTER) introduced  the  following  bill;  which  was  referred  jointly  to  the 
Committees  on  Government  Operations,  Rules,  and  Public  Works  and 
Transportation 


A  BILL 

To  improve  budgetary  information  by  requiring  that  the  uni- 
fied budget  presented  by  the  President  contain  an  operat- 
ing budget  and  a  capital  budget,  distinguish  between 
general  funds,  trust  funds,  and  enterprise  funds,  and 
for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representor 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Capital  Budgeting  Act 

5  of  1993". 

(CXXV) 
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1  SEC.  2.  STATEMENT  OF  FINDING  AND  PURPOSE. 

2  (a)  Statement  of  Finding. — The  Congress  finds 

3  that  the  existing  budget  obscures  the  distinctions  between 

4  capital  activities  and  operating  activities,   and  between 

5  general  funds,  trust  funds,  and  enterprise  funds,  so  as  to 

6  hinder  identification  of  the  resources  needed  to  meet  the 

7  needs  of  the  Government  and  the  investment  needs  of  the 

8  economy    that    are    necessary    for    sustained    economic 

9  growth. 

10  (b)  Purpose. — It  is  the  purpose  of  this  Act  that  the 

1 1  unified  budget  present  a  capital  budget  and  an  operating 

12  budget,    and   distinguish   between   general   funds,   trust 

13  funds,  and  enterprise  funds,  in  order  to  provide  better  and 

14  more  relevant  information  on  the  revenues,  expenses,  and 

15  financing    requirements    of   Government    programs    and 

16  activities. 

17  SEC.  3.  CAPITAL  AND  OPERATING  BUDGETS. 

18  Title  31,  United  States  Code,  is  amended  by  inserting 

19  after  section  1105  the  following  new  section: 

20  §  1105a.  Capital  and  operating  budgets 

21  "(a)(1)  The  budget  of  the  United  States  submitted 

22  by  the  President  under  section  1105  of  this  title  shall  be 

23  a  unified  budget  composed  of  an  operating  budget  and  a 

24  capital  budget. 
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1  "(2)  Operating  and  capital  budgets  shall  be  presented 

2  separately  for  unified  funds,  general  funds,  trust  funds, 

3  and  enterprise  funds. 

4  "(b)(1)  Actual,   estimated,   and  proposed  amounts 

5  shall  be  presented  for  unified  funds,  general  funds,  trust 

6  funds,  and  enterprise  funds,  and,  at  a  minimum,  shall 

7  contain — 

g  "(A)  for  the  operating  budget  the  following:  (i) 

9  operating  revenues,  (ii)  operating  expenses,  (iii)  op- 

10  crating   surplus/deficit   before   interfund   transfers, 

11  (iv)  interfund  transfers,  (v)  operating  surplus/deficit, 

12  and  (vi)  Federal  expenditures  financing  the  operat- 

13  ing  expenses  of  State  and  local  governments; 

14  "(B)  for  the  capital  budget  the  following:  (i) 

15  capital  revenues,  (ii)  capital  investments,  (iii)  capital 

16  financing  requirements  before  interfund  transfers, 

17  (iv)  interfund  transfers,  and  (v)  capital  financing 

18  requirements;  and 

19  "(C)  unified  budget  financing  requirements. 

20  "(2)   The  capital  budget  shall  represent  only  the 

21  mjgor  activities,  projects,  and  programs  which  support  the 

22  acquisition,  construction,  alteration,  and  rehabilitation  of 

23  capital  assets.  All  other  activities,  projects,  and  programs 

24  shall  be  represented  in  the  operating  budget. 
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1  "(c)  In  addition  to  the  unified  budget  submitted  by 

2  the  President  as  required  by  subsections  (a)  and  (b)  of 

3  this  section,  the  President  shall  present  information  in  the 

4  form  required  by  subsection  (b)(1)  for  accounts,  agencies, 

5  and  functions,  to  the  extent  applicable,  the  capital  invest- 

6  ments  by  State  and  local  governments  not  financed  by  the 

7  Federal  Government. 

8  "(d)  In  this  section — 

9  "(1)  'imified  budget'  means  a  budget  in  which 

10  revenues    and    expenses    for    general    funds,    trust 

11  funds,  and  enterprise  funds  are  consolidated  to  dis- 

12  play  totals  for  the  Federal  Government  as  a  whole; 

13  "(2)  'trust  funds'  means — 

14  "(A)  the  Federal  Old- Age  and  Survivors 

15  Insurance  Trust  Fund, 

16  "(B)  the  Federal  Hospital  Insurance  Trust 

17  Fund, 

18  "(C)  the  Civil  Service  Retirement  and  Dis- 

19  ability  Fund, 

20  "(D)  the  Military  Retirement  Fund, 

21  "(E)  the  Federal  Supplementary  Medical 

22  Insurance  Trust  Fund, 

23  "(F)  the  Unemployment  Trust  Fund, 

24  "(G)    the    Federal    Disability    Insurance 

25  Trust  Fund, 
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1  "(H)  the  Highway  Trust  Fund, 

2  "(I)  the  Auport  and  Airway  Trust  Fund, 

3  and 

4  "(J)  such  other  funds  or  accounts  of  the 

5  Government  that  the  Director  of  the  Office  of 

6  Management  and  Budget,  in  consultation  with 

7  the  Comptroller  General,  determines  should  be 

8  classified  as  trust  funds  in  order  to  fulfill  the 

9  purpose  of  this  section; 

10  "(3)  'enterprise  funds'  means — 

11  "(A)  the  Postal  Service, 

12  "(B)  the  Resolution  Trust  Corporation, 

13  "(C)  the  Federal  Deposit  Insurance  Cor- 

14  poration  Fund, 

15  "(D)  the  Federal  Housing  Administration, 

16  "(E)     the     Tennessee    Valley    Authority 

17  Fund, 

18  "(F)  the  Bonneville  Power  Administration 

19  Fund, 

20  "(G)   the  Rural  Electrification  and  Tele- 

21  phone  Revolving  Loan  Fund, 

22  "(H)    the    Export-Import    Bank    of    the 

23  United  States, 

24  "(I)  the  Southeastern  Power  Administra- 

25  tion. 
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1  "(J)  the  Southwestern  Power  Administra- 

2  tion, 

3  "(K)  the  Western  Area  Power  Administra- 

4  tion, 

5  "(L)  the  Alaska  Power  Administration, 

6  "(M)  the  Overseas  Private  Investment  Cor- 

7  poration, 

8  "(N)  the  St.  Lawrence  Seaway  Develop- 

9  ment  Corporation, 

10  "(O)  the  Rural  Telephone  Bank, 

11  "(P)  the  Pension  Benefit  Guaranty  Cor- 

12  poration,  and 

13  "(Q)  such  other  fiinds  or  accounts  of  the 

14  Government  that  the  Director  of  the  Office  of 

15  Management  and  Budget,  in  consultation  with 

16  the  Comptroller  General,  determines  should  be 

17  classified  as  enterprise  funds  in  order  to  ftdfill 

18  the  purpose  of  this  section; 

19  "(4)  'general  funds'  includes  all  accounts  of  the 

20  Government  that  are  not  trust  funds  or  enterprise 

21  funds; 

22  "(5)  'unified  funds'  means  general  funds,  trust 

23  funds,    and    enterprise    funds    and    represents    the 

24  unified  budget;  :» 
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1  "(6)  'capital  assets'  means  physical  assets  and 

2  financial  assets,  but  does  not  include  consumable 

3  inventories; 

4  "(7)    'physical    assets'    means    tangible    assets 

5  (other   than    assets   used   for   national    defense   or 

6  security) — 

7  "(A)  the  ownership  of  which  is  or  will  be 

8  in  the  public  domain; 

9  "(B)  that  produce  services  or  benefits  for 

10  more  than  5  years; 

11  "(C)  that  have  an  initial  cost  equal  to  or 

12  more  than  $500,000;  and 

13  "(D)  including— 

14  "(i)  roadways  and  bridges; 

15  "(ii)  airports  and  airway  facilities; 

16  "(iii)  mass  transportation  systems; 

17  "(iv)    waste   water   treatment,    water 

18  distribution  delivery,  and  related  facilities; 

19  "(v)  water  resource  projects; 

20  "(vi)  medical  facilities; 

21  "(vii)  resource  recovery  facilities; 

22  "(viii)  public  structures; 

23  "(ix)  space  and  communication  facili- 

24  ties;  and 
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1  "(x)  strategic  petroleum  reserves  and 

2  mineral  stockpiles; 

3  "(8)   'financial  assets'  means  interests  of  the 

4  Federal  Government  in,  and  claims  of  the  Federal 

5  Government    against,    foreign    governments.    States 

6  and  their  political  subdivisions,  corporations,  asso- 

7  ciations,  and  individuals  and  their  resources  which 

8  are    represented   by   a   legal    instrument    (such   as 

9  bonds,  debentures,  notes,  and  other  securities),  less 

10  any  credit  subsidy  costs  attributable  to  such  fman- 

11  cial  assets; 

12  "(9)  'credit  subsidy  costs'  means  the  losses  in- 

13  curred  by  the  Federal  Government  as  a  result  of  its 

14  direct  and  guaranteed  loans,  including  such  costs  as 

15  interest  and  default; 

16  "(10)  'consumable  inventories'  means  tangible 

17  assets  of  the  Federal  Government,  including  stock- 

18  piles,  supplies,  and  inventories,  which  typically  are 

19  consumed  within  5  years  or  which  have  an  initial 

20  price  less  than  $500,000; 

21  "(11)  'operating  revenues'  means  all  receipts  of 

22  the  Federal  Government,  other  than  those  identified 

23  in   paragraph    (17),   including  profits   and   interest 

24  earned  on  financial  assets; 
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1  "(12)  'operating  expenses'  means  all  expenses 

2  of  the  Federal  Government,  other  than  those  identi- 

3  fied  in  paragraph  (18),  including  interest  payments 

4  on    debts,    asset    consumption    charge,    and    credit 

5  subsidy  costs;  " 

6  "(13)     'the    operating    surplus/deficit    before 

7  interfund  transfers'   means  the  difference  between 

8  operating  revenues  and  operating  expenses  before 

9  interfund  transfers; 

10  "(14)   'interfund  transfers'  means  the  flow  of 

11  revenues  between  general  and  enterprise  funds  and 

12  trust  funds  accounts  that  are  expenses  from  the 

13  account  making  the  payments  and  revenues  to  the 

14  account  receiving  the  payments; 

15  "(15)  'operating  surplus/deficit'  means  the  op- 

16  erating    surplus/deficit    before    interfund    transfers 

17  plus  or  minus  interfund  transfers; 

18  "(16)    'asset   consumption   charge'   means   the 

19  systematic  and  rational  allocation  of  the  cost — ^his- 

20  torical,  replacement,  or  current  value — of  a  physical 

21  asset  (having  a  useful  life  of  more  than  5  years)  fi- 

22  nanced  by  the  appropriation  accounts  for  which  the 

23  capital  budget  required  by  this  section  applies; 

24  "(17)  'capital  revenues'  means  receipts  of  the 

25  Federal  Government  derived  from  taxes,  collections, 
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1  and  receipts  dedicated  by  statute,  for  the  rehabilita- 

2  tion  of  capital  assets  which  relate  to  the  activities, 

3  functions,  and  programs  represented  by  the  capital 

4  budget; 

5  "(18)  'capital  investments'  means  expenditures 

6  of  the  Federal  Government,  including  those  under 

7  grants,  contracts,  and  leases,  which  are  for  the  ac- 

8  quisition,  construction,  and  rehabilitation  of  capital 

9  assets;  and  Federal  expenditures  (including  tax  ex- 

10  penditures)  which  are  for  the  acquisition,  construc- 

11  tion,   and   rehabilitation   of  the   phj^ical   assets   of 

12  State  and  local  governments; 

13  "(19)    'capital    financing   requirements    before 

14  interfund  transfers'   means  the  difference  between 

15  capital    revenues    and    capital    investments    before 

16  interfund  transfers; 

17  "(20)  'capital  financing  requirements'  means  fi- 

18  nancing  requirements  before  interfund  transfers  plus 

19  or  minus  interfund  transfers;  and 

20  "(21)   'unified  budget  financing  requirements' 

21  means  the  total  of  the  operating  surplu^deficit  and 

22  the  capital  financing  requirements;  and 

23  SEC.  4.  CONFORMING  AMENDMENTS 

24  Section   1112   of  title  31,   United   States  Code,   is 

25  amended — 
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1  (1)  in  subsection  (c)(1)  by  inserting  "criteria, 

2  principles,  and  standards  for  determining  the  con- 

3  tents  of  the  operating  and  capital  budgets  required 

4  under  section  1105a  of  this  title,  and"  after  "includ- 

5  ing";  and 

6  (2)  by  adding  the  following  subsection  at  the 

7  end  thereof: 

8  "(g)  The  Comptroller  General  shall  review  and  report 

9  to  the  Congress  on  the  implementation  of  section  1105a 

10  of  this  title  as  the  Comptroller  General  deems  necessary. 

11  A  review  by  the  Comptroller  General  may  include  deter- 

12  mining  whether — 

13  "(1)  the  actual,  estimated,  and  proposed  appro- 

14  priations,  receipts,  and  investments  presented  m  the 

15  capital   budget  represent   activities,   functions,   and 

16  programs  which  support  the  acquisition,  construc- 

17  tion,  alteration,  and  rehabilitation  of  capital  assets; 

18 ,  and 

19  "(2)  the  classifications  made  by  the  Director  of 

20  the  Office  of  Management  and  Budget  under  section 

21  1105a(d)(2)(H)  of  this  title  further  the  purposes  of 

22  section  1105a.". 

23  SEC.  5.  REPORT  BY  THE  COMMITTEE  ON  THE  BUDGET. 

24  Not  later  than  September  30,  1994,  the  Committee 

25  on  the  Budget  shall  submit  to  the  House  of  Itepresenta- 
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1  tives  proposed  legislation  which  shall  establish  additional 

2  deficit  targets  under  the  Balanced  Budget  and  Emergency 

3  Deficit  Control  Act  of  1985  beginning  in  fiscal  year  1995 

4  which  would  require  the  eventual  elimination  of  deficits 

5  in  the  operating  account  as  set  forth  in  the  amendments 

6  made  by  this  Act  in  accordance  with  the  Committee  on 

7  the  Budget's  proposed  deficit  targets. 

8  SEC.  6.  REPORT  BY  THE  COMMITTEE  ON  GOVERNMENT  OP- 

9  ERATIONS. 

10  Not  later  than  September  30,  1994,  the  Committee 

11  on  Government  Operations  of  the  House  of  Representa- 

12  tives   shall   report  legislation   directing  the   Comptroller 

13  General  to  evaluate — 

14  (1)  on  an  annual  basis,  the  value  and  useful- 

15  ness  of  capital  investments  in  the  capital  account  as 

16  set  forth  in  the  amendments  made  by  this  Act;  and 

17  (2)  the  value  and  usefulness  of  proposed  capital 

18  investments  submitted  to  the  House  of  Representa- 

19  tives  after  the  enactment  of  this  Act. 

20  SEC.  7.  REPORT  BY  THE  COMMITTEE  ON  RULES. 

21  Not  later  than  September  30,  1994,  the  Committee 

22  on  Rules  of  the  House  of  Representatives  shall  report  leg- 

23  islation  establishing  rules  to  facilitate  the  enforcement  of 

24  the  amendments  made  by  this  Act  to  title  31,  United 

25  States  Code. 
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1  SEC.  8.  PUBUC  WORKS  FINANCING  INFORMATION. 

2  Title  Vn  of  the  Public  Works  and  Economic  Develop- 

3  ment  Act  of  1965  (42  U.S.C.  3211-3226)  is  amended  by 

4  adding  at  the  end  the  following  new  section: 

5  "SEC.  717.  PUBLIC  WORKS  FINANCING  INFORMATION. 

6  "(a)  Transportation  Reports. — Not  later  than 

7  12  months  after  the  date  of  enactment  of  the  Capital 

8  Budgeting  Act  of  1993,  and  annually  thereafter,  the  Sec- 

9  retary  of  Transportation  shall  report  to  the  House  Com- 

10  mittee  on  Public  Works  and  Transportation  and  the  Sen- 

1 1  ate  Committee  on  Environment  and  F*ublic  Works,  at  the 

12  account,  function,  and  agency  levels,  the  actual,  estimated, 

13  and  proposed  appropriations,  receipts,  and  expenditures 

14  for  capital  activities  and  operating  activities  associated 

15  with  the  following: 

16  "(1)  roadways  and  bridges; 

17  "(2)  airports  and  airway  facilities;  and 

18  "(3)  mass  transportation  systems. 

19  "(b)  Water  Pollution  Reports. — Not  later  than 

20  12  months  after  the  date  of  enactment  of  the  Capital 

21  Budgeting  Act  of  1993  and  annually  thereafter,  the  Ad- 

22  ministrator  of  the  Environmental  Protection  Agency  shall 

23  report  to  the  House  Committee  on  Public  Works  and 

24  Transportation  and  the  Senate  Committee  on  Environ- 

25  ment  and  Public  Works,  at  the  account  and  function  lev- 

26  els,  the  actual,  estimated,  and  proposed  appropriations,  re- 
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1  ceipts,  and  expenditures  for  capital  activities  and  operat- 

2  ing  activities  associated  with  waste  water  treatment,  water 

3  distribution  delivery,  and  related  facilities. 

4  "(c)  Water  Resources  Reports. — Not  later  than 

5  12  months  after  the  date  of  enactment  of  the  Capital 

6  Budgeting  Act  of  1993  and  annually  thereafter,  the  As- 

7  sistant  Secretary  of  the  Army  for  Civil  Works  shall  report 

8  to  the  House  Committee  on  P*ublic  Works  and  Transpor- 

9  tation  and  the  Senate  Committee  on  Environment  and 

10  Public  Works,  at  the  account  and  function  levels,  the  ac- 

11  tual,   estimated,   and  proposed  appropriations,  receipts, 

12  and  expenditures  for  capital  activities  and  operating  ac- 

13  tivities  associated  with  water  resource  projects. 

14  "(d)  Public  Buildings  Reports. — Not  later  than 

15  12  months  after  the  date  of  enactment  of  the  Capital 

16  Budgeting  Act  of  1993  and  annually  thereafter,  the  Ad- 

17  ministrator  of  the  General  Services  Administration  shall 

18  report  to  the  House  Committee  on  Public  Works  and 

19  Transportation  and  the  Senate  Committee  on  Environ- 

20  ment  and  I*ublic  Works,  at  the  account  and  function  lev- 

21  els,  the  actual,  estimated,  and  proposed  appropriations,  re- 

22  ceipts,  and  expenditures  for  capital  activities  and  operat- 

23  ing  activities  associated  with  public  buildings.". 


FEDERAL  CAPITAL  BUDGETING 


WEDNESDAY,  MAY  26,  1993 

House  of  Representatives, 
Subcommittee  on  Economic  Development, 
Committee  on  Public  Works  and  Transportation, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  9:30  a.m.,  in  room 
2167,  Raybum  House  Office  Building,  Hon.  Robert  E.  Wise,  Jr. 
(chairman  of  the  subcommittee)  presiding. 

Mr.  Wise.  The  appointed  hour  having  arrived,  I  want  to  thank 
very  much  the  panelists  for  being  here.  I  call  to  order  this  hearing 
of  the  Economic  Development  Subcommittee  on  capital  budgeting. 

We  are  going  to  meet  for  the  first  of  at  least  two  days  of  hearings 
to  address  the  subject  of  establishing  a  Federal  capital  budget  and 
the  three  bills  referred  to  the  Public  Works  Committee,  H.R.  1050, 
H.R.  1138,  and  H.R.  1182,  related  to  that  issue. 

The  hearing  that  was  originally  scheduled  for  tomorrow  has  been 
moved  to  June  the  16th,  because  of  a  full  committee  markup,  so 
mark  your  calendars. 

The  idea  of  dividing  the  Federal  Gk)vemment's  unified  budget 
into  a  capital  budget  and  an  operating  budget  is  not  new  to  the 
budget  process.  It  is  in  fact  one  of  the  most  often  mentioned  pro- 
posals for  reform  of  our  increasingly  complex  and  cumbersome  sys- 
tem. 

As  a  Member  of  the  House  Budget  Committee,  and  a  veteran 
now  of  five  committee  budget  resolutions,  I  have  come  to  believe 
that  many  of  the  budget  problems  facing  this  Congress,  particu- 
larly the  shift  in  recent  years  toward  consumption  spending,  have 
as  much  to  do  with  the  budget  process  as  with  decisions  made  or 
not  made  by  the  Congress. 

The  Federal  budget  needs  to  be  restructured  to  reflect  capital  in- 
vestment and  long-term  infrastructure.  It  is  an  important  decision- 
making tool.  It  needs  to  be  a  decision  between  money  spent  on  in- 
vestment and  money  spent  on  consumption. 

Under  the  current  unified  budget  system,  Federal  programs  such 
as  highways,  foreign  aid,  and  salaries  are  all  paid  through  taxes 
and  borrowing.  All  are  accounted  for  in  basically  the  same  way. 
But  all  borrowing  is  not  the  same.  Borrowing  for  physical  infra- 
structure can  be  readily  justified  because  it  pays  for  itself  over  the 
long  term  by  increasing  the  nation's  wealth  and  capacity  for  future 
economic  growth.  Borrowing  to  cover  day-to-day  operating  expenses 
of  government  cannot. 

Capital  budgeting  is  used  in  many  industrialized  countries,  and 
many  State  and  local  governments  have  investment  budgets  that 
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separate  long-term  capital  investments  from  year-to-year  operating 
costs. 

Rather  than  going  and  lurching  from  crisis  to  crisis,  it  seems  to 
me  we  should  have  an  institutionalized  system  of  long-term  plan- 
ning. Adopting  a  Federal  capital  budget  would  provide  such  a  sys- 
tem. 

Many  of  the  elements  of  a  capital  budget  and  its  impact  on  Fed- 
eral Government  programs  are  complex  and  need  to  be  examined 
during  these  hearings.  We  will  be  discussing  how  to  define  a  cap- 
ital budget  in  theoretical  as  well  as  practical  terms  and  what  the 
advantages  and  disadvantages  are  of  including  a  capital  budget  as 
part  of  the  budget  process. 

We  will  be  interested  in  evaluating  what  impact  it  might  have 
on  the  Federal  deficit,  on  Executive  Branch  and  congressional 
budget  procedures,  and  on  national  fiscal  and  monetary  policies. 

Let  me  just  depart  for  a  second  to  say  that  tomorrow  it  appears 
that  the  House  is  going  to  be  voting  on  a  massive  budget  reconcili- 
ation package  with  great  significance  for  the  economy.  Regardless 
of  what  people  think  of  it,  I  think  one  of  the  main  issues  will  not 
be  discussed  tomorrow  on  the  Floor  of  the  House,  and  that  is  a  cap- 
ital budgeting  approach. 

It  certainly  seems  to  me  in  terms  of  any  kind  of  structural  re- 
form of  the  budget  process,  that  that  is  an  area  that  needs  to  be 
closely  looked  at  and  addressed.  Every  business  that  I  know  of, 
most  State  and  local  governments,  have  some  form  of  capital  budg- 
eting, some  way  of  measuring  their  investment  separate  from  their 
consumption. 

So  it  is  my  hope  this  committee  on  a  bipartisan  basis  can  be  the 
spearhead  to  finally  get  that  discussion  moving. 

We  have  an  excellent  panel  ahead  of  us.  We  are  very,  very  appre- 
ciative of  their  being  here. 

We  are  also  appreciative  of  being  joined  here  today  by  Mr. 
dinger.  I  consider  him  in  many  ways  the  guru  of  the  subject.  I  am 
delighted  to  have  him  joining  us  and  to  bring  his  abilities  here. 

I  will  now  turn  to  Mr.  dinger  for  any  opening  remarks  he  may 
wish  to  make. 

Mr.  Clinger.  Mr.  Chairman,  I  want  to  thank  you  very  much  for 
allowing  me  to  sit  in  this  morning  as  we  revisit  the  issue  of  capital 
budgeting,  which  is  something  I  know  you  and  I  share  a  real  con- 
cern and  interest  in  furthering. 

I  would  like  to  ask  unanimous  consent  that  the  opening  state- 
ment by  the  Ranking  Member  on  the  subcommittee,  Ms.  Molinari, 
be  entered  into  the  record. 

Mr.  Wise.  It  certainly  will. 

[Ms.  Molinari's  prepared  statement  follows:] 
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Mr.  Chairman,  thank  you  for  holding  this  hearing  today. 
For  thirty  years  we  have  watched  the  percentage  of  the  Federal 
budget  directed  towards  infrastructure  investment  shrink.   The 
proposal  you  have  put  forth  and  the  legislation  introduced  by  my 
Republican  colleague  Mr.  Clinger  of  Pennsylvania  may  provide  a 
means  of  refocusing  our  budget  priorities. 

Tomorrow,  the  House  will  likely  be  voting  on  the  President 
Clinton's  budget  proposal.   While  I  believe  the  President's  plan 
has  many  shortcomings,  the  largest  tax  increase  ever  not  being 
the  least  of  my  concerns,  the  President  did  go  to  great  lengths 
to  provide  an  outline  for  infrastructure  investment  in  the 
budget.   If  the  Federal  government  used  a  capital  budget,  the 
investment  portion  of  the  President's  budget  may  have  been  as 
evident  as  his  new  taxes. 

Capital  budgeting  has  great  appeal  to  all  of  us  on  this 
Committee  who  have  been  seeking  to  have  a  larger  portion  of  the 
Federal  budget  devoted  to  infrastructure.   Nevertheless,  we  must 
acknowledge  the  interest  other  parties  will  have  in  expanding 
the  definition  of  capital  investment.   You  may  find  this  hard  to 
believe,  but  my  fiscally  responsible  home  town  of  New  York  City 
found  a  way  to  include  so  many  items  in  their  capital  budget 
that  they  threatened  to  undermine  their  bond  rating. 

Mr.  Chairman,  thank  you  again  for  bringing  us  together 
today.   I  look  forward  to  hearing  from  our  distinguished  panel 
of  witnesses,  and  I  hope  to  work  closely  with  you  and  Mr. 
Clinger  as  we  pursue  this  concept. 


Mr.  Clinger.  The  concept  of  capital  budgeting  has  been  knocking 
around  this  town  for  well  over  a  decade,  although  it  has  become 
something  of  an  orphan  in  the  perennial  debate  over  budget  re- 
form. Capital  budgeting  is  widely  practiced,  as  you  have  stated,  in 
private  industry  and  in  most  State  and  local  governments. 

I  was  introduced  to  the  issue  by  our  good  friend  Pat  Choate,  who 
I  am  delighted  to  see  is  appearing  before  the  subcommittee  yet 
again  this  morning.  He  has  never  been  afraid  to  take  on  divisive 
issues.  I  am  glad  he  is  here. 

My  interest  is  driven  by  the  desire  to  improve  the  budget  proc- 
ess, which  frankly  doesn't  work.  It  is  a  crude  instrument  that 
doesn't  serve  the  Congress  or  the  American  people  well. 

I  also  think  the  view  that  the  budget  process  is  sorely  lacking 
this  year  is  held  by  all  Members  regardless  of  whether  they  sit  on 
an  authorization,  appropriations  or  budget  committee.  Almost 
every  Member  I  have  talked  to  has  strongly  held,  fundamental 
complaints  about  the  process.  It  absolutely  defies  the  best  interests 
of  the  constituents. 

Every  year  we  try  to  implement  a  major  spending  reform  bill. 
But  the  fact  of  the  matter  is,  we  have  not  reduced  the  deficit.  It 
continues  to  rise. 

So  while  I  support  Congress'  efforts  to  control  spending,  I  am  al- 
ways frustrated  by  the  process  by  which  we  make  our  budget  deci- 
sions and  the  lack  of  information  at  our  disposal.  Cuts  are  dis- 
played either  agency  by  agency,  function  by  function,  or  program 
by  program,  but  generally  there  is  no  distinction  between  the  sub- 
stance of  the  cuts,  whether  they  are  cuts  in  operational  expenses. 

For  example,  one  year  we  cut  the  highway  program  and  the  next 
year  we  fully  fund  it.  One  year  we  cut  entitlements  and  the  next 
year  we  freeze  them.  Why?  There  is  no  rationale. 

When  the  House  is  fashioning  budget  resolutions,  there  is  a  simi- 
lar lack  as  to  what  degree  are  we  investing  in  assets,  consumables, 
operating  expenses?  The  current  budget  process  makes  no  distinc- 
tion whatever. 

Capital  budgeting  as  a  concept  is  very,  very  simple.  It  is  pri- 
marily a  planning  tool — and  this  needs  to  be  emphasized — cur- 
rently used  by  business  leaders  and  most  State  and  local  officials 
to  prioritize  spending  for  the  future. 

Capital  budgeting,  properly  implemented,  would  improve  the 
budget.  Implicit  in  this  exercise  is  the  notion  that  capital  is  a  lim- 
ited resource,  and  as  its  planners  we  need  to  develop  the  best  pos- 
sible strategy  to  ensure  the  enterprise  can  meet  future  demands. 

It  segregates  spending  into  operating  expenses  and  assets.  The 
latter  activity  is  oftentimes  referred  to  as  investing,  as  money 
spent  to  build  a  highway  is  converted  from  cash  to  another  asset 
that  has  real  value. 

I  have  introduced  bills  over  the  past  several  Congresses  for  the 
administration  to  present  its  budget  proposal  to  Congress  using 
capital  budgeting  and  that  it  be  displayed  within  the  unified  budg- 
et. 

I  reintroduced  the  bill  in  this  Congress  as  well  as  a  second  bill 
as  a  fall-back  position  calling  for  the  creation  of  a  commission  to 
study  capital  budgeting,  although  I  must  say  I  think  we  have  stud- 


ied  it  to  death,  and  make  recommendations  about  its  implementa- 
tion. 

I  also  cosponsored  your  bill,  Mr.  Chairman,  and  I  hope  we  may 
gain  enough  support  for  one  of  these  measures  to  gain  acceptance 
in  the  House. 

There  are  Members  who  oppose  capital  budgeting  and  even  more 
who  don't  understand  it.  I  honestly  believe  their  misgivings  are  not 
valid  or  well-based.  I  sincerely  believe  it  will  vastly  improve  Con- 
gress' ability  to  shape  or  manage  the  Federal  budget  and  spend  or 
cut  in  a  rational  fashion. 

Thank  you. 

Mr.  Wise.  I  want  to  thank  you  and  Ms.  Molinari  and  her  staff 
for  all  they  have  done  to  make  this  hearing  possible. 

I  happen  to  think  capital  budgeting  is  one  of  the  most  significant 
things  that  can  be  done  for  investment,  infrastructure  develop- 
ment, and  reformation  of  the  budget  process. 

Let's  be  candid  with  one  another.  It  is  not  something  that  is 
grabbing  the  hearts  and  minds  of  the  American  public  right  now. 
My  dream,  of  course,  is  to  have  a  march  on  Washington,  250,000 
people,  with  placards  that  say,  "Capital  budgeting  now."  I  have  a 
feeling  the  Statue  of  Freedom  may  be  regaining  her  position  on  the 
Capitol  before  that  march  occurs,  but  at  least  we  can  start  some 
people  thinking  about  it. 

I  now  turn  to  the  gentleman  from  Michigan,  Mr.  Barcia. 

Mr.  Barcia.  Thank  you,  Mr.  Chairman. 

I  don't  have  an  opening  statement,  but  I  am  interested  very 
much  in  hearing  what  the  witnesses  have  to  say  this  morning. 

Mr.  Wise.  Thank  you  very  much. 

I  turn  to  the  gentleman  from  Arkansas,  Mr.  Hutchinson. 

Mr.  Hutchinson.  Thank  you,  Mr.  Chairman. 

I  was  convinced  before  I  came  to  Washington  that  the  budget 
process  surely  must  need  reform,  and  four  months  in  Washington 
have  just  confirmed  that  conviction.  So  I  want  to  compliment  Mr. 
CUnger  for  his  interest  in  this  subject  and  his  work  on  it,  and  com- 
pliment the  Chairman  on  holding  these  hearings.  I  look  forward  to 
learning  more  about  the  concept  of  capital  budgeting. 

Thank  you,  Mr.  Chairman. 

Mr.  Wise.  Thank  you. 

The  gentleman  from  Michigan,  Mr.  Hoekstra. 

Mr.  Hoekstra.  I  don't  have  an  opening  statement. 

Mr.  Wise.  You  guys  are  earning  points  with  the  Chair,  I  will  tell 
you  that.  I  never  thought  they  were  uncooperative. 

The  gentleman  from  New  Jersey,  Mr.  Franks. 

Mr.  Franks.  Mr.  Chairman,  thank  you.  No  opening  statement. 

Mr.  Wise.  Three  for  three.  Don't  worry,  I  am  working  on  our  side 
to  be  as  good.  We  just  don't  show  up.  Sometimes  there  is  merit  to 
that,  too. 

At  this  point,  I  would  like  to  insert  into  the  record  a  statement 
received  from  our  colleague  from  Illinois,  Mr.  Costello. 

[Mr.  Costello's  prepared  statement  follows:] 
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Mr.  Chairman,  I  want  to  thank  you  for  calling  this  hearing 
today  to  discuss  the  concept  of  a  federal  capital  budget.   This 
subcommittee  will  evaluate  the  idea  of  establishing  a  separate, 
capital  budget  and  the  three  different  bills  that  have  been 
introduced  in  the  House  of  Representatives  on  the  subject.   I 
would  also  like  to  thank  the  witnesses  that  have  gathered  here  to 
share  their  views  and  discuss  the  measure. 

The  proposal  is  certainly  an  interesting  concept.   The 
current  unified  budget  would  be  divided  into  an  operating  budget 
and  a  capital  budget  to  differentiate  between  immediate 
obligations  of  the  federal  government  and  investment  spending. 
Most  capital  budgeting  proposals  would  direct  the  operating 
budget  to  be  kept  in  balance,  but  would  allow  borrowing  to 
finance  specific  investments  that  would  pay  for  themselves  over  - 
time. 

Most  municipalities  and  states  in  this  country  distinguish 
spending  for  capital  investments  from  spending  for  operating 
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expenses.   Such  a  system  reflects  the  fact  that  borrowing  for 
selected  investments,  such  as  infrastructure  that  contributes  to 
long-term  economic  growth,  can  have  economic  justification. 

In  his  economic  plan.  President  Clinton  supports  investment 
spending  for  the  future.   He  believes,  as  do  I,  that  without 
investment  in  the  future  of  our  nation,  our  economy  cannot  grow. 

However,  I  am  concerned,  at  the  present  time,  that  capital 
budgeting  could  divert  attention  from  the  size  of  the  budget 
deficit.   I  look  forward  to  hearing  the  opinions  of  the  witnesses 
on  this  aspect  of  the  concept. 

Again,  Mr.  Chairman,  thank  you  for  your  continued  dedication 
to  this  Subcommittee. 
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Mr.  Wise.  I  am  delighted  to  welcome  our  Ranking  Member,  Ms. 
Molinari. 

Ms.  Molinari.  Thank  you,  Mr.  Chairman.  I  understand  my  open- 
ing statement  has  been  submitted  for  the  record. 

Mr.  Wise.  It  was  a  heck  of  a  statement. 

Ms.  Molinari.  I  appreciate  that.  Thank  you.  I  will  follow  suit 
and  just  welcome  our  panel. 

Mr.  Wise.  We  have  a  very  distinguished  panel.  I  greatly  appre- 
ciate their  attendance  here. 

We  will  ask  each  to  make  their  statement  briefly  and  then  we 
will  have  a  good  discussion.  I  will  quickly  run  through  the  panel 
and  then  we  can  get  the  testimony. 

The  first  is  Robert  Hartman,  Assistant  Director  of  the  Special 
Studies  Division  of  the  Congressional  Budget  Office.  Mr.  Pat 
Choate,  Director,  noted  author,  the  Manufacturing  Policy  Project, 
Washington,  D.C.  Somebody  who  has  been  of  great  assistance  to 
us,  Letitia  Chambers,  President  of  Chambers  Associates  Incor- 
porated of  Washington.  And  from  the  General  Accounting  Office  we 
are  privileged  to  have  Paul  Posner,  the  Director  of  Budget  Issues, 
Accounting  and  Financial  Management  Division. 

I  will  go  in  that  order.  If  we  can  begin  with  Mr.  Hartman,  Assist- 
ant Director  of  the  Special  Studies  Division  of  the  CBO. 

TESTIMONY  OF  ROBERT  W.  HARTMAN,  ASSISTANT  DIRECTOR, 
SPECIAL  STUDIES  DIVISION,  CONGRESSIONAL  BUDGET  OF- 
FICE; PAT  CHOATE,  DIRECTOR,  THE  MANUFACTURING  POL- 
ICY PROJECT;  LETITIA  CHAMBERS,  PRESIDENT,  CHAMBERS 
ASSOCIATES  INC.;  AND  PAUL  L.  POSNER,  DIRECTOR,  BUDG- 
ET ISSUES,  ACCOUNTING  AND  FINANCIAL  MANAGEMENT  DI- 
VISION, U.S.  GENERAL  ACCOUNTING  OFFICE 

Mr.  Hartman.  Mr.  Chairman,  with  your  permission  I  would  like 
to  submit  my  prepared  testimony  for  the  record. 

Mr.  Wise,  i^l  testimony  is  submitted  and  part  of  the  record. 

Mr.  Hartman.  I  appreciate  the  opportunity  to  discuss  the  poten- 
tial benefits  of  and  problems  with  adopting  a  Federal  capital  budg- 
et. 

First  of  all,  the  current  measure  of  the  budget  deficit  does  not 
accurately  reflect  the  budget's  contribution  to  future  economic  out- 
put and  productivity.  It  fails  to  do  so  in  part  because  it  does  not 
distinguish  between  investment  and  operating  spending. 

Second,  for  capital  budgeting  to  improve  decision  making,  it  must 
overcome  significant  obstacles  such  as  measuring  the  lives  of  as- 
sets, determining  what  spending  constitutes  investment,  charging 
depreciation  to  the  operating  account,  and  establishing  control 
mechanisms  over  investment  spending. 

Third,  establishing  a  capital  budget  imposes  a  significant  risk  of 
increasing  government  consumption  by  reducing  budget  discipline 
and  encouraging  the  reclassification  of  operating  expenditure  into 
the  category  of  investment. 

At  the  present  time,  these  risks  outweigh  potential  benefits. 
However,  when  the  budget  is  nearer  to  being  balanced,  the  risks 
and  benefits  of  a  capital  budget  should  be  reevaluated. 


In  the  interim,  some  major  problems  of  defining  investment  and 
estimating  depreciation  should  receive  greater  attention.  Let  me 
briefly  expand  on  these  points. 

Existing  budget  concepts  are  intended  to  produce  an  inclusive 
measure  of  the  deficit,  show  the  government's  borrowing  needs,  and 
help  determine  the  deficit's  effect  on  aggregate  demand.  This  meas- 
ure helps  policymakers  determine  and  plan  for  the  degree  of  de- 
mand stimulus  or  restraint  that  Federal  spending  and  taxing  have 
on  the  economy. 

The  principal  macroeconomic  use  of  the  Federal  budget  has  shift- 
ed in  recent  years  from  stabilizing  the  economy  to  spurring  eco- 
nomic growth — in  other  words,  from  looking  at  how  to  manage  ag- 
gregate demand  to  looking  more  at  how  to  enhance  economic  capac- 
ity in  the  long  run. 

From  such  a  perspective.  Federal  borrowing  to  advance  public 
consumption  reduces  the  economy's  future  potential  output.  Such 
borrowing  reduces  private  investment.  By  contrast.  Federal  borrow- 
ing to  build  a  road  or  other  investment  may  not  reduce  potential 
output  at  all. 

Although  the  borrowing  from  Federal  investment  may  displace 
productive  private  investment,  the  new  road  equally  adds  to  the 
nation's  capital  stock.  If  Federal  spending  were  shifted  in  equal 
amounts  from  public  consumption  to  productive  public  investment, 
future  economic  output  would  be  increased,  even  though  the  cur- 
rent measure  of  the  deficit  would  be  unchanged. 

Thus,  the  deficit  as  currently  defined  may  provide  misleading  in- 
formation. A  capital  budget  can  help  remedy  this  shortcoming. 

The  first  step  would  be  to  redefine  the  deficit.  Under  a  capital 
budget,  the  budget  would  record  all  spending  on  consumption,  plus 
the  portion  of  the  Federal  capital  stock  that  is  consumed  or  depre- 
ciated in  each  year,  into  one  account  called  the  operating  account. 
And  it  would  segregate  the  full  purchase  price  on  new  investment 
into  a  separate  account,  called  the  capital  account. 

Assuming  that  all  revenues  are  credited  to  the  operating  account, 
the  operating  deficit  or  surplus  would  measure  the  government's 
borrowing  or  paying  off  part  of  the  debt  solely  for  consumption. 

Adopting  a  capital  budget  would  imply  an  emphasis  on  the  Fed- 
eral Gk)vernment's  role  in  affecting  long-term  growth.  If  we  divided 
the  budget  into  operating  and  capital  components,  different  financ- 
ing norms  could  be  applied  to  each  to  fulfill  distinct  economic  objec- 
tives. 

The  operating  deficit  or  surplus  would  determine  the  Federal 
Government's  contribution  to  national  savings.  It  would  become  the 
focus  of  debate  over  the  government's  long-term  strategy  for  raising 
productive  capacity.  Unlike  the  present  deficit,  the  operating  deficit 
is  conceptually  suited  to  this  role. 

Once  decisions  about  the  operating  budget  had  been  made  and 
total  savings  were  determined,  debate  about  capital  spending 
would  address  a  different  issue:  How  to  divide  the  already  deter- 
mined savings  pie  into  the  share  to  be  invested  by  the  Federal  Gov- 
ernment and  the  share  to  be  invested  by  the  private  sector  and  by 
State  and  local  governments. 
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Settling  this  question  of  the  division  of  the  pie  calls  for  direct 
comparisons  between  the  rates  of  return  on  Federal  and  non-Fed- 
eral investments. 

Redefining  the  deficit  is  only  the  first  step  in  reforming  the  budg- 
et procedures  under  a  capital  budget.  The  second  step  could  be  to 
establish  a  mechanism  for  annually  setting  the  amount  of  Federal 
investment  to  undertake. 

Since  only  depreciation,  which  is  an  after-the-fact  measure  based 
on  past  investment,  enters  the  operating  budget,  it  cannot  serve  as 
a  point  of  control  for  new  investment  decisions. 

Instead,  to  control  capital  spending  under  a  capital  budget,  a 
new  mechanism  would  need  to  be  instituted.  Caps  could  be  set  an- 
nually and  incorporated  into  the  budget  resolution.  This  is  not  the 
only  way  to  do  it,  but  it  is  the  one  most  consistent  with  current 
procedures.  These  targets  would  be  analogous  to  the  targets  set  for 
discretionary  spending  under  current  procedures. 

However,  an  incentive  may  arise  to  increase  these  caps  at  the  ex- 
pense of  other  spending.  One  way  to  reduce  that  would  be  to  re- 
quire higher  tax  revenues  or  offsetting  cuts  in  other  spending  at 
the  point  that  depreciation  is  charged  to  the  operating  account. 

That  is  the  basic  justification  that  we  see  for  a  capital  budget. 
Let  me  now  turn  to  some  of  the  problems  of  capital  budgeting. 

Implementing  a  capital  budget  poses  a  number  of  hazards.  These 
arise  because  of  the  difficulties  of  defining  Federal  investment  and 
depreciation  and  because  of  uncertainty  about  the  ability  of  the 
budget  process  to  limit  consumption  in  capital  spending. 

First,  the  broad  question  is,  what  is  investment? 

In  concept,  the  distinction  between  investment  and 
noninvestment  spending  is  quite  clear.  Expenditures  for  current  op- 
erating spending  provide  economic  benefits  now,  whereas  invest- 
ment enhances  opportunities  for  consumption  in  the  future.  Thus, 
entitlement  programs  that  increase  current  income,  payments  to 
stabilize  the  income  in  particular  groups,  such  as  farm  price  sup- 
ports, and  net  interest,  would  be  classified  as  operating  spending. 

Moreover,  spending  to  operate  the  Executive,  Legislative,  Judi- 
cial branches,  law  enforcement,  and  so  on  clearly  fall  into  the  oper- 
ating accounts.  In  contrast,  federally  funded  programs  that  yield 
future  benefits  would  be  classified  as  investment.  This  category  in- 
cludes spending  that  increases  productive  capacity  in  such  areas  as 
physical  infrastructure,  in  this  committee's  jurisdiction,  as  well  as 
in  research  and  development  and  certain  kinds  of  human  capital. 

Many  difficulties  arise,  however,  because  some  Federal  expendi- 
tures do  not  fall  clearly  into  investment  or  operating  categories. 
Quantitatively,  the  biggest  of  these  are  defense  procurement  and 
health  care  spending.  A  decision  would  have  to  be  made  on  those. 

A  capital  budget  that  is  fully  consistent  with  the  rationale  of- 
fered for  it  would  assign  weights  to  these  various  kinds  of  spend- 
ing. The  weights  would  be  in  proportion  to  their  contribution  to 
productive  potential.  Such  an  elaborate  division  of  a  dollar  of 
spending  into  an  investment  component  and  an  operating  compo- 
nent would  certainly  collapse  under  the  weight  of  its  administra- 
tive burden.  Consequently,  if  we  were  to  implement  a  capital  budg- 
et, the  classification  would  have  to  be  made  by  using  simple,  rea- 
sonable and,  if  necessary,  arbitrary  rules. 
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Because  the  operating  budget  would  not  include  current  spend- 
ing, supporters  of  particular  programs  have  a  strong  incentive  to 
have  their  program  defined  as  investment.  Given  this  incentive,  the 
arbitrary  nature  of  this  classification  could  pose  a  significant  risk 
that  the  process  would  be  abused  to  define  almost  all  spending  as 
investment. 

Let  me  turn  now  to  some  of  the  problems  of  measuring  deprecia- 
tion. Charges  for  depreciation  should  provide  a  reasonable  alloca- 
tion of  the  cost  of  an  investment  over  its  useful  life.  Ideally,  these 
charges  should  be  determined  on  a  case-by-case  basis. 

However,  for  budget  planning  purposes,  depreciating  every  single 
capital  good  financed  by  the  Federal  Government  over  its  lifetime 
is  unworkable  because  of  the  number  and  type  of  investments  that 
the  government  makes.  Rates  of  depreciation  on  investments  in 
such  intangibles  as  education,  training,  and  research  would  be  es- 
pecially problematical. 

Depreciation  forces  another  contentious  decision:  how  to  treat  de- 
preciation on  investments  made  before  a  capital  budget  is  enacted. 
Some  argue  that  the  cost  of  capital  acquired  before  a  capital  budget 
is  established  was  already  recognized  in  the  budget  when  it  was 
purchased,  and  it  need  not  be  depreciated  in  the  future. 

However,  adopting  this  position  would  grossly  understate  capital 
use  in  the  future,  would  misinform  the  Congress,  and  might  appear 
designed  to  keep  reported  spending  artificially  low. 

If  depreciation  for  a  Federal  capital  budget  were  set  arbitrarily, 
opportunities  would  arise  to  misuse  the  process  so  as  to  reduce  the 
up-front  cost  of  Federal  spending.  Supporters  of  spending  would 
have  incentives  to  exaggerate  the  useful  life  of  investment  to  re- 
duce the  near-term  budgetary  charge  for  depreciation. 

If  the  rules  governing  depreciation  schedules  were  not  well  estab- 
lished and  were  not  adhered  to,  a  capital  budget  could  easily  be- 
come a  source  of  gimmickry — ^maybe  I  should  say,  further  gim- 
mickry. 

Third,  there  are  issues  regarding  the  control  of  spending  under 
a  capital  budget.  Even  if  the  above  definitional  and  measurement 
hurdles  could  be  overcome,  the  Congress  would  have  to  establish 
procedures  to  control  expenditures  under  a  capital  budget  system. 

Some  analysts  believe  the  decisions  on  new  investment  would  be 
constrained  by  the  perception  that  such  investment  triggers  new 
taxes  or  spending  cuts  in  the  future  as  depreciation  charges  are 
registered.  Others  argue  that  such  a  buy-now,  pay-later  process 
would  encourage  excessive  capital  spending. 

Without  explicit  annual  decisions  on  Federal  investment  spend- 
ing, recording  depreciation  as  outlays,  and  establishing  tough  en- 
forcement of  operating  budget  norms,  the  capital  budget  is  not  a 
reasonable  alternative  to  current  practice.  In  the  near  term,  the 
deficit  reduction  required  to  achieve  a  balanced  budget  would  be 
little  different  under  a  capital  budget  regime  than  it  is  currently. 
And  currently  we  are  having  a  lot  of  trouble  achieving  anything 
like  a  balanced  budget. 

A  continuing  inability  to  balance  the  operating  budget  would  lead 
to  continued  inadequate  national  savings  and  would  undercut  the 
rationale  for  a  capital  budget. 
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Let  me  conclude  as  follows.  The  need  to  increase  national  savings 
is  critical.  To  accomplish  this  increase,  the  number-one  priority  for 
budget  policy  should  be  to  reduce  spending  on  consumption  by  pri- 
vate or  Federal  sources. 

Although  a  capital  budget  may  provide  a  more  explicit  process 
for  examining  the  appropriate  mix  of  public  and  private  invest- 
ment, and  it  may  provide  a  more  accurate  measure  of  the  split  be- 
tween Federal  investment  and  operating  costs,  this  consideration  is 
secondary  to  increasing  national  savings. 

Rather  than  moving  to  a  capital  budget,  it  may  be  more  appro- 
priate to  continue  the  work  under  way  on  determining  how  to  iden- 
tify Federal  investment  and  how  to  measure  depreciation  on  a  fed- 
erally financed  investment.  When  a  balanced  budget  is  closer  to 
being  achieved,  establishing  a  capital  budget  may  look  more  attrac- 
tive than  it  does  today. 

Thank  you,  Mr.  Chairman. 

Mr.  Wise.  I  thank  the  gentleman  very  much. 

The  next  witness  is  Pat  Choate,  the  Director  of  the  Manufactur- 
ing Policy  Project  here  in  Washington. 

Mr.  Choate? 

Mr.  Choate.  Mr.  Chairman,  Members  of  the  committee,  distin- 
guished colleagues  on  the  panel,  I  am  very  pleased  to  have  this  op- 
portunity to  share  some  thoughts  with  you  this  morning. 

Mr.  Chairman,  in  your  opening  comments  you  made  the  observa- 
tion that  Mr.  dinger  had  been  working  on  capital  budgeting  since 
1981,  1982.  I  would  note  I  read  a  recent  book  that  was  talking 
about  the  trajectory  of  ideas  in  Washington  and  how  long  it  took 
from  the  time  an  idea  emerged  until  the  idea  was  actually  accept- 
ed. And  they  said  it  takes  generally  about  10  to  20  years.  So  the 
idea  of  capital  budgeting  is  right  on  track  for  consideration. 

My  point  on  capital  budget  is  this.  Our  economic  development  as 
a  country  is  tied  up  with  our  basic  public  facilities.  Investment  in 
thoughtful  public  works  is  essential  to  developing  this  country,  in 
fact,  a  precursor,  as  strong,  private  investment.  In  fact,  they  are 
tied  together. 

One  of  the  problems  I  think  all  of  us  recognize  is  that  our  invest- 
ments in  public  infrastructure  in  this  country  have  not  kept  pace, 
either  for  new  construction  or  rehab  or  repair  of  those  basic  public 
facilities.  And  thus  the  deteriorating  quality  of  our  public  works  is 
a  major  impediment  to  our  growth. 

One  of  the  principal  obstacles  to  adequate  investment  is  the  ab- 
sence of  a  national  capital  budget. 

Now,  today,  in  the  absence  of  a  capital  budget,  what  do  we  find? 
We  find  that  lawmakers  and  policymakers  and  administrators  are 
left  to  undertake  their  decisions  and  their  work  without  an  inven- 
tory of  public  facilities,  with  no  commonly  agreed  upon  standards 
for  the  services  that  will  be  provided,  no  investment  strategies,  no 
year-to-year  investment  priorities,  no  uniform  estimates  of  future 
investment  requirements,  no  basic  agreement  between  the  Federal, 
State  and  local  governments  on  the  allocations  of  responsibilities 
and  authorities  on  the  specific  types  of  projects  that  each  will  take 
on,  and  no  oversight  of  these  public  works  expenditures  that  are 
made. 
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Now,  not  surprisingly,  in  the  absence  of  such  a  fundamental 
management  tool,  as  the  Chairman  and  Mr.  dinger  and  the  pre- 
vious witness  testified,  that  is  used  by  every  State  government,  by 
every  major  corporation,  dividing  capital  from  operating  activi- 
ties— in  the  absence  of  such  a  basic  management  tool — what  we  get 
is  ad  hoc-ism  in  our  policy  making.  And  in  that  ad  hoc-ism  short- 
term  projects  are  favored  over  long-term  projects. 

We  find  that  the  public  sector  is  unable  to  measure  in  its  deci- 
sion making,  realistically,  the  demand  for  infrastructure  invest- 
ments versus  other  types  of  demands  that  are  put  upon  the  public 
Treasury. 

And  what  we  also  find  is  that  in  the  absence  of  the  certainty,  or 
the  greater  certainty,  that  planning  brings,  is  that  other  units  of 
government.  State  and  local  governments  that  depend  upon  Fed- 
eral matching  funds  are  unable  to  do  their  planning.  In  other 
words,  the  failure  at  one  level  of  government  cascades  and  creates 
failures  at  other  levels  of  government  as  well. 

The  principal  reason  the  Federal  Government  does  not  have  a 
national  capital  budget  is  because  a  succession  of  Presidents,  Re- 
publican and  Democrat,  have  stoutly  resisted  the  efforts  to  have 
the  Federal  budget  distinguished  between  capital  and  operating 
budgets.  And  the  excuse  that  is  traditionally  used  by  the  Office  of 
Management  and  Budget  is  that  such  a  budget  might  favor  pro- 
grams with  intensive  expenditures  for  physical  assets,  such  as  con- 
struction relative  to  other  programs  for  which  future  benefits  can- 
not be  accurately  capitalized,  such  as  education  or  research. 

In  plain  English  what  this  means  is  the  official  position  is  that 
infrastructure  programs  are  popular  with  voters,  and  Congress 
would  probably  fund  public  works  programs  if  given  half  a  chance, 
even  if  that  meant  raising  taxes  or  cutting  defense  and  other  pro- 
grams favored  by  the  President  and  the  administration,  whatever 
that  administration  may  be. 

The  absence  of  capital  budgeting  is  in  fact  a  preemptive  strike 
on  the  allocations  of  monies  inside  the  Federal  budget. 

Now,  it  seems  to  me  that  the  remedy  for  this  is  a  capital  budget 
that  distinguishes  capital  from  operating  activities.  It  would  have 
as  its  elements  an  inventory  of  the  nation's  basic  public  facilities 
coupled  with  assessment  of  their  condition,  an  estimate  of  our  cap- 
ital needs,  and  I  would  note  that  the  two  bills  that  the  Chairman 
mentioned  this  morning,  the  one  that  has  been  introduced  by  him 
and  by  Mr.  Clinger,  deals  very  pragmatically  with  the  definitional 
problems  by  focusing  specifically  upon  domestic  civil  works.  These 
pieces  of  legislation  limit  the  capital  budgeting  to  a  specified  list 
of  domestic  works. 

The  problem  is,  that  absent  absolute  perfection  in  the  definitions, 
we  are  willing  to  take  absolute  imperfection  in  the  processes  we 
now  have. 

Such  a  budget  would  also  have  an  estimate  of  operation  and 
maintenance  requirements,  the  specification  of  priorities  and  tim- 
ing, identification  of  the  source  of  financing,  and  the  allocation  of 
responsibilities. 

What  would  such  a  tool  do  for  our  system?  It  would  reduce  ad 
hoc-ism,  it  would  make  Federal  priorities  clear  and  put  everything 
above  the  board  and  on  the  table.  It  would  make  sure  that  expendi- 
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tures  give  due  attention  to  repair  and  rehabilitation,  which  is  a 
major  problem  in  the  administration  of  our  stock  of  public  capital 
to  the  present. 

It  would  assure  better  maintenance.  The  absence  of  better  main- 
tenance is  costing  this  country  greatly  because  facilities  that  we 
put  in  place  are  not  being  maintained,  which  means  that  we  have 
early  requirements  to  have  additional  capital  construction.  It  would 
give  lawmakers  a  real  overview  of  the  needs,  resource  and  choice 
before  the  country,  where  they  can  consider  both  long  and  short- 
term  needs. 

To  me,  as  I  say  in  my  testimony,  the  surprise  about  the  propos- 
als that  are  now  before  the  committee  is  not  the  provisions  that  are 
contained  in  those  proposals,  but  the  fact  that  such  legislation  is 
not  now  already  on  the  books. 

Thank  you  very  much. 

Mr.  Wise.  Thank  you  very  much,  Mr.  Choate. 

Our  next  witness  will  be  Letitia  Chambers,  President  of  Cham- 
bers Associates  Incorporated  in  Washington. 

I  want  to  say,  Ms.  Chambers,  I  read  your  document  on  the — it 
was  a  long  drive,  I  remember  that,  it  was  this  week  sometime,  oh, 
on  the  way  to  Martinsburg  for  a  hearing  on  the  Economic  Develop- 
ment Administration.  I  appreciate  the  detailed  information  that 
you  have  supplied  the  subcommittee  as  it  has  prepared  for  this 
hearing. 

Ms.  Chambers.  Thank  you. 

Mr.  Chairman,  Members  of  the  committee,  my  colleagues  at  the 
panel,  my  testimony  today  is  based  on  the  paper  to  which  the 
Chairman  just  referred,  which  I  co-authored  with  Dr.  James 
Rotherham,  who  is  a  colleague  of  mine  at  Chambers  Associates  and 
a  former  senior  staff  member  of  the  House  Budget  Committee. 

I  think  it  is  very  relevant  that  this  hearing  is  being  held  today, 
the  same  day  that  the  Rules  Committee  will  be  considering  amend- 
ments to  the  reconciliation  bill.  In  the  17  years  I  have  been  a  par- 
ticipant or  an  observer  of  the  budget  process,  generally  people  look 
at  the  process  itself  in  discussing  what  is  wrong  with  the  budget 
or  why  we  have  been  unable  to  control  deficit  spending.  But  it  is 
Dr.  Rotherham's  and  my  contention  that  the  budget  structure  itself 
is  a  poor  guide  to  congressional  decision  making,  and  that  the  first 
step  to  reform  is  to  reform  the  overall  structure  of  the  budget. 

Our  paper  proposes  a  restructuring  to  end  the  budgetary  gim- 
mickry that  has  helped  create  the  current  crisis,  and  we  believe 
this  restructuring  will  help  set  spending  and  revenue  policies  on  a 
path  that  will  lead  to  an  end  to  the  unwise  and  foolish  practice  of 
borrowing  to  finance  current  consumption. 

However,  recognizing  the  imperative  that  the  nation  invest  in  its 
future,  in  the  physical  and  human  capital  that  will  stimulate  pro- 
ductivity and  economic  growth,  our  proposal  highlights  policies  that 
promote  investment. 

We  propose  that  the  budget  be  divided  into  three  discrete  budg- 
ets. A  capital  investment  budget  should  be  established  which  would 
reflect  investments  for  the  future  and  include  expenditures  for  pro- 
grams and  activities  which  have  multiple-year  life  and  which  have 
the  potential  to  raise  future  productivity. 
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We  would  also  establish  an  income  replacement  budget  which 
would  reflect  the  nation's  commitments  made  in  the  past  to  its 
workers,  and  this  budget  would  include  social  security,  the  Federal 
employee  retirement  programs,  and  the  unemployment  insurance 
system.  Then  all  other  programs  that  reflect  basically  current  con- 
sumption would  be  in  the  operating  budget. 

My  written  testimony  and  the  accompanying  paper  explain  in  de- 
tail why  we  believe  the  current  budget  structure  is  obsolete  and  in 
fact  counterproductive,  and  also  describes  in  detail  the  tripartite 
budget  we  have  developed  to  rationalize  budget  decision-making  by 
eliminating  the  distortions  in  the  current  budget  structure. 

I  think  it  is  important  to  realize  the  last  time  the  Federal  budget 
showed  a  surplus  was  in  1969.  That  is  the  same  year,  ironically, 
that  the  Johnson  administration  instituted  the  current  unified 
budget  structure.  While  that  structure  was  appropriate  for  the  time 
that  it  was  instituted,  it  has  become  a  poor  measure  of  the  deficit 
and  increasingly  irrelevant  to  a  serious  debate  about  the  role  of  the 
Federal  Government  in  the  economy. 

Mr.  Chairman,  your  bill,  H.R.  1182,  and  Congressman  dinger's 
bill  would  correct  one  of  the  most  serious  problems  with  the  cur- 
rent budget  structure,  and  that  is  the  treatment  of  capital  invest- 
ments as  if  they  were  current  consumption  rather  than  an  invest- 
ment in  future  growth  and  productivity. 

The  current  budget  structure  also  understates  the  extent  to 
which  general  revenues  fail  to  cover  the  cost  of  government.  Under 
the  unified  budget,  the  current  surplus  in  the  trust  fund  component 
of  the  budget  masks  a  major  part  of  the  deficit  in  the  general  fund. 
In  fiscal  year  1994,  the  trust  funds  will  mask  over  $100  million  in 
general  fund  deficit  spending,  as  shown  in  Table  1  in  my  testi- 
mony. 

I  think  it  is  important  to  note  that  at  the  time  the  unified  budget 
structure  was  set,  there  were  not  sizable  surpluses  in  any  trust 
funds.  Trust  funds  in  fact  were  on  a  pay-as-you-go  basis.  In  1983, 
1984,  and  1985,  a  series  of  decisions  were  made  to  build  up  sur- 
pluses in  trust  funds,  and  it  is  because  of  those  decisions  made  in 
the  last  decade  that  we  have  these  sizable  annual  surpluses,  which 
are  projected  to  grow  over  time  in  response  to  the  decision  to  ad- 
vance fund  the  Federal  employees  retirement  programs  and  to  par- 
tially advance  fund  the  Social  Security  system  rather  than  keep 
them  on  a  pay-as-you-go  basis. 

In  just  a  few  years,  Social  Security  will  no  longer  be  the  largest 
program.  By  fiscal  year  1998,  spending  on  interest  on  the  public 
debt  will  be  more  than  Social  Security.  Interest  is  projected  to  be 
close  to  $400  billion  by  fiscal  year  1998.  However,  the  figure  that 
is  in  the  budget  for  interest  on  the  debt,  the  building  block  figure 
to  arrive  at  the  totals  in  the  unified  budget,  is  not  the  total  interest 
on  the  debt.  It  does  not  include  interest  paid  to  trust  funds,  includ- 
ing the  trust  funds  under  the  jurisdiction  of  this  committee,  for 
surpluses  that  are  in  those  funds;  the  highway  trust  fund,  the  air- 
way trust  fund,  airline  trust  fund. 

So  the  interest  figure  is  seriously  understated  in  the  unified 
budget  because  it  is  a  net  figure  subtracting  out  all  interest  that 
has  been  paid  to  trust  funds.  I  think  the  committee  may  want  to 
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look  at  that,  particularly  related  to  the  trust  funds  in  your  jurisdic- 
tion. 

Another  way  in  which  the  definition  of  spending  or  outlays  is 
misleading  relates  to  program  spending  wholly  or  partially  with 
user  fees.  For  these  programs,  the  outlay  figure  in  the  budget  is 
also  a  net  figure,  with  receipts  from  fees  netted  against  spending 
to  arrive  at  net  outlays. 

So  you  have  major  programs  for  which  the  spending  is  underesti- 
mated or  underreported  in  the  budget  because  you  have  netted  fees 
against  it.  Now,  I  think  it  is  very  appropriate  to  show  a  relation- 
ship of  fees  that  are  collected  for  services  to  the  cost  of  those  serv- 
ices. But  doing  so  also  then  may  underestimate  the  overall  scope 
of  Federal  activity. 

In  addition,  user  fees  and  taxes  are  treated  differently,  so  essen- 
tially a  highway  user  fee  collected  in  the  form  of  a  gasoline  tax  is 
not  netted,  while,  for  instance,  an  inland  waterway  user  fee  would 
be  collected  as  a  fee  and  netted,  which  means  that  when  the  com- 
mittee looks  at  the  overall  activity  and  sees  the  outlay  figure,  it  is 
looking  at  apples  and  oranges,  because  the  outlay  figure  is  netted 
in  one  case  and  not  netted  in  another.  Those  are  two  examples  that 
reflect  in  fact  activities  for  which  there  is  direct  competition  in  the 
private  sector  between  the  use  of  highways  and  the  use  of  water- 
ways. 

So  in  looking  at  the  overall  impact  of  Federal  decisions  on  the 
economy  and  on  the  Congressional  decision-making  process  in  con- 
sidering what  are  the  appropriate  activities  of  the  Federal  Grovem- 
ment,  the  current  structure  doesn't  lend  itself  to  being  able  to 
make  those  decisions  based  on  comparisons  that  are  alike. 

To  make  matters  more  complicated,  many  programs  that  are  fi- 
nanced with  user  fees  are  categorized  as  public  enterprise  funds, 
and  these  funds  reflect  business  activities  of  the  Federal  Govern- 
ment. For  programs  falling  in  this  category,  not  only  are  fees  and 
collections  netted  against  spending,  but  if  there  are  general  fund 
subsidies  to  these  programs,  they  are  also  netted  against  spending. 
I  think  that  is  a  practice  which  should  be  eliminated  because  it 
clearly  masks  spending. 

All  of  these  issues  should  to  be  looked  at  in  considering  how  to 
move  funds  from  one  budget  to  another.  There  will  be  serious  is- 
sues related  to  interfund  transfers  between  the  general  operating 
budget  and  the  capital  budget. 

And  the  Committee  should,  I  think,  be  very  careful  in  making 
those  decisions.  The  Committee  can  unmask  a  lot  of  hidden  ex- 
penditure and  show  the  true  scope  of  government  activity  and 
make  its  decisions  in  a  more  rational  way  if  it  looks  at  those 
interfund  decisions  as  it  develops  a  capital  budget. 

Obviously  the  Committee  is  well  aware  and  Committee  Members, 
both  you,  Mr.  Chairman,  and  Congressman  dinger,  in  opening  re- 
marks have  made  the  case  for  a  capital  budget,  the  most  fun- 
damental justification  of  which  is  to  help  policymakers  weigh  the 
long-term  costs  and  benefits  of  spending  decisions.  It  will  also  help 
quantify  investments  as  worthwhile  activities  and  allow  consump- 
tion spending,  which  does  not  increase  productivity,  to  be  distin- 
guished from  capital  spending,  which  has  the  potential  to  do  so. 
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From  that  premise,  it  follows  that  capital  outlays  may  be  less 
harmful  in  terms  of  the  deficit  than  consumption  spending.  How- 
ever, if  a  capital  budget  were  to  be  implemented  as  a  way  to  reduce 
the  deficit  on  paper,  the  concept  would  be  seen  as  just  another 
budget  gain. 

The  importance  of  a  capital  budget  to  deficit  reduction  is  not  an 
immediate  reduction  in  the  deficit  due  to  depreciation  write-offs  in- 
stead of  the  expensing  of  investments,  which  I  would  not  rec- 
ommend at  this  time.  Instead,  the  importance  of  a  capital  budget 
is  the  ability  to  focus  Federal  spending  in  ways  that  increase  eco- 
nomic growth,  which  will  help  reduce  the  deficit  over  the  long  term. 

The  capital  budget  that  Dr.  Rotherham  and  I  propose  draws  from 
the  extensive  analysis  of  the  Government  Accounting  Office,  which 
does  strongly  support  a  capital  budget,  as  do  some  of  the  bills  that 
have  been  introduced  before  the  committee.  We  think  that  the  last 
published  version  of  the  GAO  concept  is  somewhat  complex,  and  we 
have  tried  to  simplify  into  three  discrete  budgets  which  we  think 
will  aid  congressional  decision  making.  And  we  tried  to  keep  the 
decision  process  in  mind  as  we  determined  how  to  set  programs 
into  the  various  pieces  of  the  budget. 

The  treatment  of  depreciation  in  our  proposal  does  differ  from 
the  treatment  of  depreciation  in  the  private  sector  in  a  fundamen- 
tal way.  The  private  sector  typically  integrates  accrual  accounting 
and  depreciation  into  its  financial  management  system.  Because 
the  U.S.  Government's  financial  management  system  is  cash  based, 
we  do  not  recommend  the  total  integration  of  accrual  accounting 
and  depreciation  into  the  capital  budgeting  process.  We  believe 
that  could  weaken  the  control  of  spending  through  the  obligation 
process. 

We  recommend  instead  that  appropriations  remain  on  a  cash 
basis,  but  that  accrual  measurements,  including  depreciation, 
should  be  developed  and  should  be  a  tool  used  in  decision  making, 
but  should  not  be  the  basis  of  the  appropriation. 

We  also  believe  that  a  depreciation  schedule  should  not  be  ap- 
plied immediately  but  should  be  developed  after  implementation  of 
the  capital  budget.  Some  of  the  testimony  particularly  Dr.  Hart- 
man's  has  related  some  of  the  difficulties  in  valuing  assets  for  de- 
preciation purposes.  So  I  don't  think  we  should  wait  for  full  scale 
agreement  on  how  to  depreciate  to  implement  a  capital  budget. 

The  guiding  principles  we  used  in  setting  programs  into  a  capital 
budget  are  what  has  multiple  year  life  and  what  raises  future  pro- 
ductivity. And  the  answers  to  these  questions  led  to  the  programs 
that  we  have  put  into  the  capital  budget  that  we  proposed.  In  the 
longer  paper,  there  are  lists  of  the  specific  programs  we  would  put 
in.  Physical  capital  would  be  included,  as  listed  on  page  23  of  the 
paper.  We  also  would  include  research  and  development  activities, 
both  civilian  and  defense. 

We  would  include  on  a  limited  basis,  certain  human  capital  pro- 
grams, education  and  training  programs  only.  We  would  exclude 
defense  procurement  because  it  fails  to  meet  the  test  of  raising  fu- 
ture productivity.  Defense  weapons  systems  could  be  compared  in 
the  private  sector  to  consumer  durables,  not  to  capital  investment 
in  our  view.  But  some  defense  facilities  and  R&D  would  be  in- 
cluded in  the  capital  budget. 
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We  also  recommend  in  the  paper  that  a  rate  of  return  criteria  be 
developed  and  applied  to  evaluate  the  effectiveness  of  capital  in- 
vestments. 

We  also  propose  in  the  paper,  and  I  won't  go  into  it  in  detail  here 
given  that  it  is  not  within  the  scope  of  this  hearing,  an  income  re- 
placement budget.  We  think  that  is  very  important  because,  unlike 
the  private  sector  where  pension  assets  cannot  be  included  in  the 
assets  of  a  company  or  included  in  the  bottom  line  of  a  company, 
in  the  budget  of  the  United  States  Grovemment,  we  place  pension 
assets  in  our  bottom  line,  and  in  the  surpluses.  And  that  is  causing 
a  major  portion  of  the  distortion. 

So  we  would  say  that  all  pension  assets  and  unemplo5rment  in- 
surance assets  should  also  be  separated,  as  should  capital  invest- 
ment. That  is  why  we  have  recommended  this  tripartite  budget. 

In  summary,  Mr.  Chairman,  there  are  tables  at  the  end  of  my 
testimony  that  show  how  the  budget  would  be  divided  and  the  ef- 
fect on  spending.  This  division  will  begin  to  show  the  real  contribu- 
tors to  the  deficit.  Not  surprisingly,  the  largest  contributor  to  the 
deficit  is  the  operating  budget,  which  would  account  for  84  percent 
of  the  projected  budget,  with  interest  being  the  single  largest  cat- 
egory, followed  by  defense  and  international  affairs. 

The  capital  investment  budget  would  show  on  a  cash  basis  a  defi- 
cit, but  I  think  that  given  the  importance  of  separating  out  the 
tjrpes  of  spending.  I  know  economists  like  to  think  that  all  spending 
is  alike,  but  I  think  for  policymakers,  all  spending  is  not  alike. 
Some  spending  has  the  ability  to  make  change  in  our  country  in 
ways  that  this  committee  in  particular  would  like  to  see,  given  the 
interest  in  public  works  and  in  the  relationship  of  public  works  to 
economic  growth. 

In  summary,  the  restructuring  proposal  we  make  represents  a 
start  toward  a  reorientation  of  the  budget  debate  towards  separat- 
ing public  investment  from  government  consumption,  and  it  would 
also  make  clear  the  extent  to  which  the  current  budgetary  practices 
use  trust  fund  surpluses  as  a  way  to  mask  the  deficit  in  the  operat- 
ing budget,  and  the  extent  to  which  current  obligations  to  pay  in- 
terest and  to  contribute  to  employee  retirement  are  hidden  in  the 
current  budget  structure. 

Thank  you. 

Mr.  Wise.  Thank  you  very  much  for  your  presentation.  I  look  for- 
ward, following  the  conclusion  of  testimony,  to  hearing  the  discus- 
sion between  perhaps  you  and  GAO  and  others  as  to  the  proposed 
structure  that  each  is  coming  forward  with. 

The  next  and  final  witness  is  Paul  Posner,  Director  of  the  Budget 
Issues,  Accounting  and  Financial  Management  Division  of  the  Gren- 
eral  Accounting  Office.  We  are  delighted  to  have  you  with  us. 

Mr.  Posner.  Thank  you,  Mr.  Chairman,  members  of  the  commit- 
tee. I  am  pleased  to  be  here  today.  I  want  to  tsdk  about  the  issue 
of  investment  and  budgeting.  We  are  gratified  by  the  increased  in- 
terest in  changing  the  budget  structure,  as  evidenced  by  this  hear- 
ing, to  focus  on  programs  promoting  long-term  benefits. 

The  Nation's  long-term  economic  future  depends  in  large  part 
upon  budget  and  investment  decisions  we  make  today.  Trends  in 
economic  investment,  however,  in  the  economy,  are  not  promising. 
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The  overall  level  of  private  investment  in  the  economy  stands  at 
its  lowest  levels  in  three  decades. 

Moreover,  our  trading  partners  have  significantly  higher  levels  of 
investment.  In  1990,  the  United  States  ranked  last  in  gross  fixed 
capital  formation  among  the  24  OECD  nations.  Failure  to  reverse 
these  trends  will  doom  future  generations  to  a  stagnant  standard 
of  living  and  undermine  our  competitiveness  in  the  world,  indeed, 
as  many  argue,  most  recently  the  Committee  for  Economic  Devel- 
opment, we  are  already  suffering  from  these  trends. 

Because  the  deficit  absorbs  private  savings  otherwise  available 
for  domestic  investment,  the  deficit  itself  exerts  the  single  most  im- 
portant Federal  influence  on  these  trends,  and  the  surest  way  to 
increase  these  investment  levels  would  be  to  reduce  this  unprece- 
dented level  of  Federal  dissaving  by  eliminating  the  deficit. 

In  a  report  we  issued  in  1992,  we  stated  that  moving  from  a  defi- 
cit to  a  budget  surplus  is  essential  to  improving  this  picture,  par- 
ticularly if  the  next  generation  of  workers  are  going  to  support  a 
larger  number  of  retirees  without  being  bankrupted  in  the  process. 

Moreover,  we  concluded  that  we  have  no  choice  but  to  deal  with 
this  deficit,  because  failure  to  take  action  will  result  in  deficits  ris- 
ing to  20  percent  of  GDP.  Right  now,  they  are  4  or  5  percent,  due 
primarily  to  rising  health  care  cost,  rising  retirements  as  the  demo- 
graphics start  working  against  you,  and  the  associated  buildup  of 
Federal  interest  costs. 

In  addition  to  deficit  reduction,  we  also  believe  that  well-chosen 
Federal  investment  programs  can  promote  an  environment  condu- 
cive to  investment  and  long-term  growth  in  ways  that  the  market 
simply  can't  provide.  Programs  supporting  public  infrastructure,  an 
educated  work  force,  and  expanded  technological  innovation  can  in- 
deed make  important  contributions,  and  it  would  be  unfortunate  if 
in  our  drive  to  reduce  the  deficit  we  reduce  these  well  chosen  pro- 
grams as  well. 

Recent  budget  trends  are  not  encouraging  with  regard  to  either 
the  deficit  or  Federal  investment  programs.  The  growing  portion  of 
the  budget  absorbed  by  interest  payments  and  consumption  pro- 
grams, particularly  health,  has  squeezed  the  discretionary  sector  of 
the  budget,  which  is  the  source  of  Federal  investment  funds. 

On  page  3  of  our  statement,  we  have  a  graph  that  shows  how 
health  and  interest  have  overtaken  Federal  investment  spending  in 
the  1980s  and  have  surpassed  it. 

The  trends  in  the  investment's  share  of  the  budget  don't  result 
from  an  explicit  strategy  faucet  of  national  priorities.  Instead,  they 
represent  the  accumulated  ad  hoc  results  of  many  budget  decisions 
on  dozens  of  programs.  The  budget  is  not  currently  structured  to 
promote  this  explicit  consideration  on  the  nature  of  consumption 
and  spending  on  investment. 

The  current  Federal  budget — ^the  unified  budget — focuses  policy- 
makers' attention  on  the  impact  of  Federal  cash  borrowing  on  the 
economy.  Such  a  focus  is  critical  to  understanding  how  our  budget 
decisions  in  the  aggregate  affect  our  business  cycle  in  the  short 
term  and  our  longer  term  economic  outlook  as  well.  However,  it 
doesn't  highlight  the  different  impacts  various  types  of  spending 
have. 
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Federal  spending  for  well-chosen  investment  programs  most  like- 
ly increases  the  fature  capacity  of  the  economy  compared  to  an 
equivalent  amount  of  spending  for  consumption. 

How  do  you  do  as  capital  budget?  There  is  really  no  one,  quote, 
right  way  to  define  capital  for  budget  purposes.  Thirty-seven  states 
have  a  capital  budget  and  they  define  it  in  a  fairly  narrow  sense. 
They  define  it  as  physical  capital  with  a  dollar  threshold.  Busi- 
nesses have  their  own  definitions,  and  they  depreciate  assets  in 
their  financial  statements. 

The  point  is  that  the  budget  highlight  for  policymakers  is  the 
group  of  programs  they  consider  to  have  long-term  benefits  war- 
ranting their  intervention. 

There  are  two  types  of  long-term  benefits  that  the  federal 
govmment  supports.  One  is  the  kinds  of  investments  we  make  in 
government's  operations  itself — ^the  government  as  an  operating  en- 
tity. These  are  programs  we  support  with  long-term  benefits  for 
government  agencies,  such  as  computer  systems,  office  buildings, 
and  other  mission  related  kinds  of  investment. 

And  then  there  is  the  other  role  of  government  as  a  lever  and 
a  catalyst  in  leveraging  national  wealth  for  the  future. 

That  is  the  kind  of  focus  I  am  talking  about  here  in  discussing 
investment  in  the  broader  sense. 

Our  own  thinking  on  this  has  evolved  and  changed  over  time.  We 
issued  a  1989  report  where  we  articulated  a  more  traditional  cap- 
ital budget,  where  we  included  Federal  mission  kinds  of  programs 
including  defense,  the  office  buildings,  the  computer  systems  and 
physical  capital  including  supporting  infrastructure.  We  didn't  in- 
clude research  and  development  or  human  capital  programs  that 
arguably  have  an  equal  if  not  greater  impact  on  national  wealth  in 
the  future. 

We  acknowledged  the  difficulties  in  measuring  these  kinds  of 
things  and  put  that  off"  to  another  day.  Now,  given  the  fact  that  the 
investment  deficit  I  talked  about  and  the  budget  deficit  that  we 
have  done  some  more  recent  work  on,  appear  so  intractable  and 
growing,  we  decided  that  the  focus  had  to  shift  somewhat  to  the 
role  that  the  Federal  budget  played  in  this  long-term  economy,  and 
the  way  that  we  in  fact  impact  these  long-term  economic  growth 
strategies. 

Accordingly,  we  moved  to  develop  or  investment  budget  to  high- 
light the  Federal  role  in  creating  national  wealth.  In  other  words, 
focusing  on  that  set  of  programs  that  impacts  the  potential  size  of 
the  future  GDP. 

By  recognizing  the  different  impact  of  various  types  of  Federal 
spending,  an  investment  focus  within  the  budget  will  provide  a  val- 
uable supplement  to  the  concentration  on  macroeconomic  issues,  by 
directing  attention  not  only  to  the  size  of  the  deficit,  but  to  the  con- 
sequences of  choices  within  the  budget  for  long-term  growth.  Pol- 
icymakers will  then  have  a  new  tool  for  deciding  investment  and 
consumption  priorities  within  the  budget. 

The  kind  of  investment  focus  we  have  in  mind  includes  spending 
on  programs  promoting  long-term  productivity,  regardless  of 
whether  they  are  tangible  or  intangible.  And  they  focus  on  invest- 
ments for  the  better  of  the  economy  as  a  whole,  not  just  the  Fed- 
eral Government.  So  they  focus  on  things  like  infrastructure,  water 
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projects,  air  traffic  control  projects,  highways,  that  kind  of  thing, 
rhey  also  focus  on  research  and  development  and  human  capital 
types  of  programs. 

They  don't  focus  on  Federal  office  buildings  and  military  and 
weapons  systems,  primarily  used  to  carry  out  Federal  agency  mis- 
sions. Such  expenditures  may  improve  the  efficiency  of  the  agen- 
cies, but  they  generally  don't  improve  the  economy's  long-term  ca- 
pacity. 

Our  approach  doesn't  preclude  the  inclusion  of  more  traditional 
capital  budgeting  concepts  such  as  the  acquisition  of  buildings  and 
^nancial  management  systems  and  computer  systems. 

However,  the  need  for  policymakers  to  develop  a  long-range  eco- 
nomic perspective  on  their  budgetary  decisions  argues  for  a  sepa- 
rate focus  on  the  budget  on  those  investment  programs  having  this 
impact  on  the  economy. 

You  want  to  apply  different  criteria,  different  kinds  of  deprecia- 
tion concepts,  perhaps,  different  principles  of  ownership  to  capital 
programs  benefiting  internal  government  agency  operations  com- 
pared to  those  programs  that  we  try  to  leverage  economic  change 
in. 

And  so  basically  at  the  outset  at  least,  for  simplicity's  sake,  we 
would  argue  to  start  with  an  investment  focus. 

Now,  budgeteers  have  expressed  a  concern  about  capital  budget- 
ing potentisdly  elevating  covered  programs  to  the  status  of  sacred 
cows.  It  is  a  concern  that  inevitably  accompanies  any  effort  to 
make  distinction  within  the  budget.  For  example  we  had  to  address 
these  concerns  in  the  Budget  Enforcement  Act  of  1990,  where  we 
created  differences  between  mandatory  and  discretionary  and  dif- 
ferences in  the  different  types  of  discretionary  spending  programs. 
We  think  we  can  establish  procedures  to  do  that  again  coupled 
with  vigorous  oversight  and  auditing.  We  think  that  can  help  con- 
tain some  of  these  problems. 

Controversy  on  these  definitional  issues,  will  escalate  if  the  in- 
vestment category  receives  favorable  budget  treatment.  This  will 
depend  on  what  role  an  investment  component  plays  in  budgeting. 
And  I  am  going  to  talk  about  next  about  what  we  conceive  of  as 
four  different  lands  of  roles  for  investment  in  the  budget  process. 
They  range  from  the  simple  display  that  we  become  familiar  with 
in  OMB  documents  all  the  way  to  a  deficit  financed  capital  budget. 

I  want  to  talk  about  the  advantages  and  disadvantages  of  each. 
The  display  of  public  investment  in  the  budget — a  special  analy- 
sis— goes  back  a  number  of  years.  Bob  Sexton  on  my  staff,  who  has 
been  involved  on  these  issues  at  least  18  years,  tells  me  we  have 
been  struggling  with  special  analysis  for  years  and  have  a  lot  of 
problems  with  it,  a  lot  of  false  expectations,  perhaps.  One  of  the 
biggest  problems  is  that  while  it  provides  a  lot  of  information,  it 
provides  it  after  budget  decisions  have  been  made. 

The  budget  itself  is  already  formulated,  then  OMB  punches  the 
codes  in  its  computer  system  and  out  comes  these  tables  but  it 
doesn't  resdly  help  you  in  budget  formulation.  It  provides  some  in- 
formation for  the  Congress,  however,  to  look  at  what  the  President 
has  done  with  regard  to  this  component  of  spending. 

The  programs  covered  include  national  defense,  as  well  as  a  lot 
of  the  programs  I  have  talked  about  here  today.  There  are  obvi- 
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ously  changes  that  a  display  could  incorporate,  things  like  depre- 
ciation, things  like  the  evaluation  results — ^what  bang  for  the  buck 
rate  of  return  are  we  getting — information  on  tax  expenditures, 
which  arguably  have  just  as  great  an  impact  on  Federal  investment 
as  Federal  spending  programs  do.  Those  are  currently  not  in  there. 
That  kind  of  thing  could  make  it  a  more  meaningful  document. 

Nevertheless,  a  display  is  a  display,  and  the  question  is  how  you 
change  decisions,  and  that  gets  you  into  more  substantive  kinds  of 
options.  Depreciating  investments  in  the  Federal  budget  would 
place  costs  reported  in  the  budget  on  an  equal  footing  with  operat- 
ing expenditures.  Normally,  capital  outlays  are  recorded  in  the 
budget  up  front.  As  a  result,  there  is  a  potential  bias  against  cap- 
ital. Some  suggest  it  makes  investments  less  attractive  than  oper- 
ating kinds  of  expenditures. 

Corporations  use  depreciation  to  allocate  costs  in  financial  state- 
ments. Depreciation  could  be  used  in  the  Federal  budget  in  a  simi- 
lar manner.  It  has  a  number  of  theoretical  advantages,  but  it  also 
has  many  practical  problems  at  this  stage  of  the  game. 

One  advantage  is  it  reflects  the  costs  of  goods  and  services  in  the 
period  they  are  used  or  consumed.  It  could  help  you  to  understand 
where  you  are  with  your  net  level  of  investment,  to  understand 
whether  you  are  falling  behind  replacement.  Further,  if  your  oper- 
ating budget  is  to  be  in  balance  and  your  capital  budget  is  to  be 
in  deficit,  as  CBO  indicated,  depreciation  becomes  a  constraint  that 
says  some  day  we  are  going  to  have  to  pay  for  this  in  the  sector 
of  the  budget  that  is  being  balanced. 

Admittedly  there  are  many  problems  with  this  concept  that  need 
to  be  addressed  and  worked  on.  The  reported  deficit  will  be  lower 
than  cash  borrowing  needs  because  outlays  will  not  be  reported  on 
a  cash  outlay  basis.  Spending  decisions  will  be  based  on  question- 
able data.  We  all  know  in  the  tax  world  how  arbitrary  they  can  be. 
Such  schedules  have  simply  not  been  established  for  the  many 
unique  assets  the  government  fiinds.  It  is  not  difficult  to  imagine 
the  kind  of  controversies  their  use  in  the  budget  would  engender. 
If  only  physical  capital  were  depreciated,  you  would  get  a  distortion 
in  the  investment  part  of  the  budget  by  virtue  of  secluding  common 
capital  and  research  and  development. 

Both  bills  before  the  subcommittee  require  the  reporting  of  de- 
preciation in  the  operating  budget  through  an  asset  consumption 
charge  that  would  allocate  the  cost  of  capital  to  the  operating  budg- 
et. We  don't  really  know  at  this  point  whether  the  full  amount  of 
budget  authority  for  the  capital  investment  would  be  appropriated 
up  front  or  whether  it  would  just  be  appropriated  incrementally, 
say  one-thirtieth  every  year  until  it  was  used  up. 

Many  budgeteers  raised  concern  that  unless  the  full  amount  of 
budget  authority  is  appropriated  up  front  for  these  programs,  the 
ability  to  control  decisions  at  a  point  when  total  resources  are 
being  committed  and  a  particular  use  is  relinquished.  From  a  pub- 
lic policy  standpoint  it  is  probably  desirable  for  capital  programs  to 
continue  to  incorporate  full  front-end  cost  commitments  entailed  by 
such  programs. 

There  are  a  number  of  other  interesting  implementation  issues. 
Once  you  start  down  the  depreciation  road,  you  are  essentially  cre- 
ating a  mandatory  spending  item  in  your  discretionary  budget  and 
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you  are  committing  your  appropriators  to  fund  that  every  year 
until  the  useful  life  of  the  asset  expires. 

Clearly,  depreciation  poses  long-range  issues  calling  for  more  re- 
search and  thinking.  There  is  a  standards  board  at  the  Federal 
level  that  was  created  several  years  ago,  the  Federal  Accounting 
Standards  Advisory  Board  that  will  be  addressing  the  appropriate 
use  of  depreciation  for  Federal  accounting  purposes.  It  is  not  clear 
to  this  Board  at  this  point  what  types  of  investment  expenditures 
will  be  subject  to  this  treatment.  But  if  depreciation  concepts  were 
used  in  budgeting,  I  think  it  is  a  fair  bet  we  should  try  to  follow 
and  track  that  committee's  work  closely. 

Getting  to  the  deficit  financing  option,  traditional  capital  budgets 
at  the  state  and  local  level  finance  capital  primarily  through  long- 
term  borrowing.  Advocates  of  intergenerational  equity  argue  that 
programs  should  also  be  financed  by  borrowing  at  the  Federal 
level.  In  theory,  the  term  of  borrowing  coincides  with  the  life  of  the 
asset. 

As  I  observed  at  the  outset  of  the  testimony,  eliminating  the  defi- 
cit and  actually  bringing  about  a  surplus,  we  think,  constitutes  the 
most  important  Federal  contribution  to  enhancing  national  invest- 
ment. Permitting  deficit  financing  of  investment  might  increase 
Federal  investment  but  the  Federal  deficit  could  well  end  up  being 
larger,  thus  contradicting  the  balanced  budgeting  goal  and  actually 
reducing  long-term  investment  as  a  result. 

Further,  in  the  short  run,  permitting  deficits  to  finance  capital 
could  hamper  the  Federal  Government's  ability  to  control  inflation 
through  fiscal  policy,  a  responsibility  states  do  not  have,  by  the 
way.  Deficit  financing  of  investment  could  create  other  problems  for 
the  integrity  of  the  process. 

If  investment  could  be  deficit  financed  while  other  activities 
can't,  this  would  tilt  the  table  towards  a  capital  budget  and  make 
it  much  more  difficult  for  anybody  trying  to  control  the  definition 
of  capital.  We  would  not  support  a  requirement  that  the  operating 
component  be  balanced,  but  the  capital  budget  component  not  be 
balanced.  Instead,  we  think  the  trade-off  between  investment  and 
noninvestment  should  be  determined  within  an  overall  path  bring- 
ing down  the  deficit  into  a  surplus  situation. 

Now,  the  last  option  I  want  to  talk  about  could  be  viewed  as  a 
way  station  on  the  way  to  these  broader  options,  but  I  think  it  is 
one  we  feel  fairly  positive  about.  Basically,  the  Budget  Enforcement 
Act  establishes  a  set  of  caps  on  discretionary  spending,  part  of  the 
budget  control  regime.  An  investment  component  could  be  estab- 
lished by  developing  a  similar  aggregate  target  for  investment 
spending. 

Since  we  believe  the  primary  objective  should  be  to  reduce  the 
deficit,  a  declining  deficit  path  could  be  determined  first,  and  then 
within  that  path  every  year  a  target  for  investment  spending  could 
be  established.  Policymakers  could  evaluate  individual  programs  to 
determine  which  investments  should  be  selected  within  the  overall 
target. 

Setting  such  a  target  would  require  policymakers  for  the  first 
time  to  evaluate  the  overall  level  of  investments  supported  by  the 
budget  and  would  encourage  a  conscious  decision  about  shifting 
away  from  consumption  towards  investment. 
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There  are  a  number  of  implementation  issues  that  need  to  be 
raised.  But  we  think  this  approach  has  the  advantage  of  focusing 
decision-makers  on  the  overall  level  of  investment  without  losing 
sight  of  the  deficit. 

We  think  to  change  the  debate,  it  is  not  necessary  to  go  all  the 
way  and  change  the  way  your  costs  are  recognized  in  the  budget 
necessarily.  We  think  reorganizing  the  way  trade-offs  are  made  in 
the  budget  is  one  way  to  start  changing  the  debate  to  promote 
greater  consideration  of  investment. 

Now,  regardless  of  how  the  budget  is  structured  to  display  Fed- 
eral investment,  it  will  be  important  to  choose  those  investments 
wisely,  and  we  have  been  working  with  Senator  Bradley  to  develop 
what  we  call  a  framework  of  questions  just  to  walk  policymakers 
through  some  of  the  issues  to  be  considered  when  they  are  thinking 
about  investment. 

As  I  said  before,  I  think  the  data  on  the  rates  of  return  on  these 
programs  is  unfortunately  scarce,  but  nonetheless  there  are  some 
questions  worth  asking,  three  of  them  here  in  the  testimony.  I 
think  when  you  look  at  this  area,  one  potential  pitfall  in  capital 
budgets  is  simply  the  definitional  problems  and  potential  distor- 
tion; the  other  is  making  sure  that  you  focus  on  the  projects  that 
are  the  wisest  and  the  ones  that  have  the  greatest  rate  of  return. 
A  lot  of  them  involve  asking  questions  that  we  very  rarely  ask  of 
programs  at  the  front  stage.  For  example,  how  well  targeted  are 
the  programs? 

What  are  the  chances  that  state  and  local  governments  are  going 
to  supplant  their  own  money  and  simply  replace  their  own  program 
funding  with  federal  funds  so  we  get  no  net  increase  in  invest- 
ment? A  finding  that  has  been  observed  countless  times  in  Federal 
investment  and  noninvestment  programs. 

We  have  so  many  leaky  buckets  we  provide  money  to  in  our 
intergovernmental  system  for  our  investment,  that  it  makes  one 
somewhat  skeptical  about  our  ability  to  effect  change  through 
mechanisms  like  that.  And  the  idea  behind  just  raising  these  ques- 
tions is  to  force  us  to  think  about  how  we  design  programs  so  we 
maximize  what  we  are  trying  to  do. 

In  summary,  the  most  important  contribution  the  Federal  Gov- 
ernment can  make  to  a  healthy  economy  are  both  reducing  the  def- 
icit and  making  wise  decisions  on  investment.  The  current  budget 
structure  doesn't  meet  either  of  these  goals.  If  we  are  to  increase 
long-term  economic  growth,  the  budget  should  be  structured  to 
focus  on  long-term  decision-making.  We  think  a  budget  with  an  in- 
vestment component  focused  to  help  the  Congress  and  President 
make  better  informed  decisions  should  be  established  in  the  con- 
text of  a  unified  budget  framework. 

I  commend  the  subcommittee  for  bringing  forward  for  debate. 
This  debate  may  begin  moving  the  budget  toward  recognition  of 
these  issues  and  desding  with  some  of  these  trickier  questions  as 
we  move  down  the  road. 

Thank  you. 

Mr.  Wise.  By  golly,  that  is  what  I  like,  a  panel  that  is  monolithic 
in  its  opinion.  I  do  appreciate — actually,  there  are  some  common 
elements  here,  and  the  common  elements  are  certainly — I  think  ev- 
eryone W2mts  to  have  the  Congress  addressing  the  subject  of  invest- 
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ment  and  trying  to  call  attention  to  it  in  the  budget  deliberation 
process,  and  that  is  important,  and  we  can  begin  from  there. 

A  question  perhaps  to  Mr.  Posner  and  Mr.  Hartman,  both  of  you 
have  testified,  and  I  think  everyone  agrees  on  the  need  to  reduce 
the  deficit,  that  it  is  essential  to  this  process  regardless  of  how  you 
feel  about  capital  budgeting.  But  could  capital  budgeting  not,  if 
coupled  with  mechanisms  bring  the  operating  budget  into  balance 
and  keep  it  that  way,  actually  promote  lower  deficits?  Mr.  Hart- 
man? 

Mr.  Hartman.  Well,  I  think  the  question  here  is  whether  you  are 
talking  about  capital  budgeting  that  goes  all  the  way,  which  was 
the  nature  of  the  beast  that  I  was  talking  about,  where  you  really 
change  your  whole  way  of  decision  making  by  redefining  the  deficit, 
by  not  counting  capital  outlays  in  the  deficit  currently  and  only 
treating  the  costs  when  they  accrue  over  time  in  the  form  of  depre- 
ciation. 

If  you  move  to  that  kind  of  system,  the  hope  for  having  it  limit 
expenditures  would  require  a  shift  in  the  way  Congress  and  the  ex- 
ecutive really  think  about  programs.  If  in  fact  the  threat  of  having 
to  provide  higher  taxes  or  lower  spending  in  the  future  to  pay  these 
depreciation  charges  serves  as  an  effective  constraint  on  spending, 
then  there  would  be  some  improvement  in  holding  down  the  invest- 
ment side. 

What  would  hold  down  the  consumption  side  in  that  framework 
would  be  some  yet-to-be-developed  strong  rule  about  balancing  the 
operating  budget.  I  mean,  we  really  keep  on  dancing  around  this 
point.  The  kind  of  capital  budget  I  talked  about  really  is  a  combina- 
tion of  a  balanced  budget  rule  and  a  capital  budget. 

Now,  what  Mr.  Posner  described  at  the  end  of  his  remarks, 
where  you  would  stick  with  the  unified  deficit  and  simply  extract 
the  investment  expenditures  and  vote  on  them  as  a  separate  tar- 
get, I  can't  see  how  it  would  have  any  particular  effectiveness  in 
reducing  the  deficit. 

By  highlighting  investment  expenditures  and  by  at  least  hinting 
that  borrowing  is  okay  for  them,  it  seems  to  me  you  would  encour- 
age at  least  as  much  such  spending  as  you  have  now.  And  by  put- 
ting everything  else  into  another  category  and  calling  it  something 
like  operating  expenditures,  where  you  are  supposed  to  feel  embar- 
rassed when  you  borrow  for  it,  I  guess  in  theory  you  may  restrain 
those  expenditures  or  induce  tax  increases.  That  would  have  to  be 
your  hope. 

I  wouldn't  want  to  bet  the  house  on  that  kind  of  a  transformation 
actually  bringing  about  a  balanced  operating  budget  or  a  balanced 
budget  of  any  definition.  So  my  feeling  is  that  the  solution  to  this 
is  going  to  be  doing  things,  that  is,  raising  taxes  and  cutting  spend- 
ing. I  hope  we  cut  the  right  kind  of  spending,  and  I  think  the  com- 
mittee has  the  right  angle  on  worrying  that  it  not  be  critical  invest- 
ment spending.  But  I  don't  think  there  is  really  a  procedural  path 
that  makes  this  happen. 

Mr.  Wise.  Mr.  Posner? 

Mr.  Posner.  I  would  say  for  the  short  term,  if  we  can  just  get 
the  deficit  down  to  the  deficit  in  the  capital  account,  we  would  be 
doing  very  well.  I  think  we  are  talking  more  in  the  long  term.  We 
think  of  it  as  a  10-year  process,  to  bring  it  into  a  surplus  so  that 
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we  are  creating  the  kind  of  investment  and  long-term  economic 
growth  to  support  those  future  generations  that  are  going  to  need 
the  expanded  economy. 

If  you  have  a  portion  of  the  budget  that  has  been  declared  off 
limits  for  deficit  reduction,  you  are  either  going  to  tolerate  a  deficit 
there  and  maybe  try  to  reach  your  unified  goals  by  creating  a  high- 
er surplus  in  the  operating  account,  but  it  creates  long-term  prob- 
lems. 

The  other  thing  it  does  is  it — ^Bob  was  talking  about  the  approach 
we  are  talking  about,  which  we  thought  was  kind  of  sugar  com- 
pared to  castor  oil  in  terms  of  providing  a  nudge  in  the  right  direc- 
tion. I  would  get  concerned  that  once  you  sanction  deficits  for  a 
portion  of  your  budget,  you  tilt  that  table  to  the  point  where  any 
meanin^ul  efforts  to  control  definitions  of  capital  and  integrity  be- 
come compromised. 

When  you  think  about  what  rate  of  return  you  should  think 
about  investment,  a  lot  of  it  evolves  around  "what  are  your  oppor- 
tunity costs?"  A  lot  of  that  depends  on  what  are  you  giving  up.  If 
you  are  giving  up  consumption  programs  with  very  low  rates  of  re- 
turn to  fund  investment,  the  investment  programs  don't  have  to 
satisfy  as  high  a  hurdle. 

When  you  are  talking  about  going  out  to  justify  borrowing  in  a 
fiill  emplo5rment  economy — ^the  consequence  of  deficit  financing  cap- 
ital— ^you  are  going  to  be  crowding  out  private  investments,  then 
your  public  investments  have  got  to  satisfy  a  much  higher  stand- 
ard. A  lot  of  work  so  far — CBO's  very  good  report  on  investment — 
suggests  that  a  lot  of  our  public  investments  may  not  meet  that 
test. 

So  you  have  got  that  issue  percolating  here  too. 

Mr.  Wise.  Let  me  ask  you,  Mr.  Posner,  well,  let  me  make  an  ob- 
servation— ^well,  I  am  going  to  go  to  my  question  and  then  make 
an  observation.  In  1989,  the  GAO  broke  new  ground  when  it  pub- 
lished its  report  advocating  establishment  of  a  Federal  capital 
budget.  There  seemed  to  be  simpler,  more  halcyon  days,  I  guess. 
It  seems  to  me  there  has  been  some  backing  off  on  that. 

Mr.  Posner.  I  think  we  have  changed  our  focus.  I  wouldn't  call 
it  backing  off.  I  tried  to  indicate  in  my  statement,  as  I  said,  there 
is  no  one  right  way  to  do  this,  I  think  it  all  depends  on  what  objec- 
tives you  are  trying  to  support. 

What  I  tried  to  indicate  was  there  are  two  main  kinds  of  objec- 
tives for  a  Federal  capital  budget.  One  is  to  focus  on  the  future  of 
benefits  for  internal  Federal  oi>erations  of  funding  computer  sys- 
tems and  office  buildings.  The  other  one  is  this  Federal  role  in  cre- 
ating economic  wealth.  There  are  two  fundamentally  different 
kinds  of  purposes. 

And  what  we,  I  think,  realized  when  we  looked  at  the  deficit  and 
we  looked  at  some  of  the  work  we  had  done  on  investment  trends 
and  that  kind  of  thing,  is  that  the  Federal  impact  on  investment 
was  the  primary  thing  that  needed  attention  at  this  point  in  time. 
So  we  decided  to  focus  the  definition  on  that  role  that  the  Federal 
Grovemment  played. 

It  doesn't  mean  you  still  can't  do  a  capital  budget  for  the  internal 
government  operational  kinds  of  activities,  but  it  does  suggest  that 
those  two — ^you  ask  different  questions.  You  ask  different  questions 
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about,  should  I  buy  a  computer  for  the  Social  Security  Administra- 
tion to  help  them  more  efficiently  process  checks,  versus  should  I 
fund  a  joint  training  partnership  program  to  help  people  get  better 
jobs  in  the  economy. 

Those  are  different  criteria  you  are  asking.  You  have  different 
principles  of  depreciation.  It  is  hard  to  think  about  depreciation,  in 
my  mind,  for  some  of  these  intangible  investments  that  we  influ- 
ence, versus,  a  computer  system  for  the  Social  Security  Administra- 
tion. We  have  different  principles  of  ownership.  In  other  words,  you 
own  the  Federal  assets  as  an  entity.  You  don't  own  highways.  You 
don't  own  people.  You  don't  own  the  research  and  development  or 
the  products  of  research  and  development. 

So  you  have  got  different  kinds  of  purposes  served,  and  just  for 
simplicity's  sake,  we  decided  to  focus  on  the  investment  piece  of  it 
for  now. 

Mr.  Hartman.  Paul,  I  could  interject  here?  It  seems  to  me  the 
distinction  is  what  you  want  the  particular  program  to  be  traded 
off  against.  In  the  case  of  the  computers  for  the  Social  Security  sys- 
tem, you  are  really  trading  it  off  against  more  labor  employed  by 
the  Social  Security  Administration,  whereas  in  the  case  of  the 
training  program,  for  example,  that  public  investment  should  be 
competing  against  the  private  investment  that  would  be  squeezed 
out  if  you  undertook  that  one.  And  that  might  be  a  way  of  helping 
actually  to  define  what  ought  to  be  in  and  what  ought  to  be  effi- 
ciently processed  checks,  versus  should  I  fund  a  joint  training  part- 
nership program  to  help  people  get  better  jobs  in  the  economy. 

Those  are  different  criteria  you  are  asking.  You  have  different 
principles  of  depreciation.  It  is  hard  to  think  about  depreciation,  in 
my  mind,  for  some  of  these  intangible  investments  that  we  influ- 
ence, versus  a  computer  system  for  the  Social  Security  Administra- 
tion. We  have  different  principles  of  ownership.  In  other  words,  you 
own  the  Federal  assets  as  an  entity.  You  don't  own  highways.  You 
don't  own  people.  You  don't  own  the  research  and  development  or 
the  products  of  research  and  development. 

So  you  have  got  different  kinds  of  purposes  served,  and  just  for 
simplicity's  sake,  we  decided  to  focus  on  the  investment  piece  of  it 
for  now. 

Mr.  Wise.  Incidentally,  I  want  to  thank  you,  although  this  is  un- 
related, you  have  given  me  a  great  quote.  Occasionally  I  get  caught 
having  voted  for  something  one  way  a  few  years  earlier  and  then 
another  way.  "I  never  have  to  admit  again  I  changed  my  involve- 
ment, I  just  redefined  my  focus." 

Incidentally,  Mr.  Choate,  you  gave  me  a  great  quote  too.  "On  the 
way  to  perfection,  we  are  willing  to  tolerate  a  lot  of  imperfection." 

The  question  I  have  for  you  and  Ms.  Chambers  is,  there  has  been 
a  lot  of  comment  by  both  GAO  and  CBO  concerning  the  difficulty 
of  creating  depreciation  schedules,  measuring  investment.  One  tes- 
timony says,  I  believe,  that  only  Chile  and  New  Zealand  have  been 
able  to  come  up  with  a  Federal  depreciation  schedule. 

I  wonder  if  either  one  of  you  would  like  to  comment  on  the  dif- 
ficulties of  measuring  investment  and  how  the  Federal  Government 
might  go  about  it.  And  the  corollary  question  is,  do  state  govern- 
ments really  have  a  depreciation  schedule,  or  is  their  capital  budg- 
eting simply  reflected  by  their  financing  mechanisms? 
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Ms.  Chambers.  First,  I  think  that  if  we  waited  until  we  had  per- 
fection, we  would  never  implement  a  capital  budget.  There  is  a 
precedent  that  is  relevant.  I  think  it  was  about  30  years  ago  that 
Congress  directed  that  accrual  accounting  be  implemented.  And  of 
course  that  has  never  been  done  because  nobody  has  ever  figured 
out  how  to  do  it  exactly  perfectly. 

So  I  would  say  that,  and  I  made  this  point  in  the  testimony  as 
well,  that  we  shouldn't  wait  until  we  have  depreciation  estimates. 
To  guide  decision  making  on  t3T)es  of  spending,  and  where  the  gov- 
ernment wants  to  put  its  resources,  just  separating  investment  pro- 
grams into  a  separate  budget  is  worth  doing,  even  though  the  de- 
preciation schedules  are  not  worked  out  yet. 

That  is  typical,  I  guess,  of  government  decision  making,  of  ac- 
cepting half  a  loaf.  If  you  wait  until  it  is  perfect,  you  don't  move 
forward.  So  I  would  say  we  should  implement  budget  restructure 
immediately. 

With  regard  to  the  question  related  to  state  budgets,  I  think  that 
in  general,  those  are  financing  mechanisms.  Whereas  when  looking 
at  it  from  a  Federal  level,  the  question  is  how  are  we  going  to  di- 
vide resources,  while  the  state  capital  budgets  more  often  depict 
how  to  finance  an  investment  for  example:  Are  we  going  to  go  to 
the  bond  market?  Are  we  using  current  appropriations,  et  cetera? 
And  so  the  financing  mechanism  defines  state  capital  budgets, 
which  would  not  be  the  case  at  the  Federal  level. 

Mr.  Wise.  Mr.  Choate. 

Mr.  Choate.  My  supplemental  comment  would  be  to  say,  take  a 
very  simple  approach,  take  the  limited  number  of  items  you  have 
included  in  your  legislation  for  domestic  civil  works,  take  items 
such  as  bridges,  for  example,  that  are  built  for  a  50-year  life,  have 
a  schedule,  straight  line,  of  2  percent  a  year. 

Gro  to  the  National  Academy  of  Engineering,  and  just  say,  what 
kinds  of  engineered  life  do  we  put  into  these  facilities,  and  then 
straight  line  the  depreciation?  Now,  this  is  not  going  to  be  perfect, 
but  it  gives  you  a  basic  starting  point,  a  baseline  where  you  can 
start,  and  then  over  time,  this  can  be  adjusted. 

This  is  a  credible  way  to  begin. 

Mr.  Wise.  I  thank  the  gentleman.  There  is  a  vote  on  in  the 
House.  I  am  going  to  announce  to  the  subcommittee  my  intention 
to  go  on  through.  So  I  am  going  to  turn  to  Ms.  Molinari  for  any 
questions,  and  I  will  carry  on  questions  following,  hopefully,  my  re- 
turn. 

Mr.  Menendez,  will  you  be  able  to  come  back?  I  appreciate  that. 

Ms.  Molinari. 

Ms.  Molinari.  Thank  you.  I  just  have  two  quick  questions. 

When  we  are  talking  about  the  priorities  of  capital  budgeting 
and  what  is  to  be  considered  versus  the  rate  of  return,  how  would 
we  include  in  it  the  percentage  share  that  a  local  government  may 
wish  to  contribute  to  funding  levels? 

I  worked  in  the  New  York  City  Council  where  we  work  obviously 
on  a  capital  versus  operating  budget.  In  determining  rate  of  return, 
we  favored  any  projects  where  a  local  government  or  private  orga- 
nization would  put  up  more  money,  as  opposed  to  short-term 
projects  over  long-term  projects. 
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How  are  we  going  to  deal  with  that  on  a  Federal  level  when  that 
may  have  a  tendency  to  color  our  ability  to  prioritize? 

Mr.  Choate.  I  would  speak  to  my  experience  in  State  govern- 
ment. I  used  to  be  a  state  planner  in  the  State  of  Oklahoma.  What 
we  did  in  our  capital  budgeting  is  to  have  a  seven-year  capital 
budget.  In  other  words,  we  had  a  queue,  so  the  communities  can 
know  when  their  projects  would  be  up,  and  we  would  attempt  to 
find  out  far  enough  in  advance  whether  the  local  communities 
would  have  their  matching  money,  and  if  they  couldn't,  they  could 
just  recycle  in  the  queue,  and  another  community  could  come  in. 

So  what  you  get  out  of  that  is  a  circumstance  where  everyone 
knows  what  is  going  to  be  possible,  everyone  knows  what  is  com- 
ing, and  moreover,  you  are  in  a  position  where  the  local  govern- 
ments can  do  their  own  planning.  For  EDA  grants,  and  I  used  to 
be  a  regional  administrator  for  EDA,  we  had  communities  holding 
off  on  projects,  trying  to  get  Federal  monies.  This  really  messes  up 
the  local  capital  budgeting. 

If,  on  the  other  hand,  you  have  this  kind  of  certainty,  then  I 
think  you  would  be  able  to  assist  them  in  dealing  with  their  prob- 
lems. 

Ms.  Chambers.  I  think  that  is  a  very  important  point,  and  this 
committee  has  recognized  that  problem  that  occurs  with  commu- 
nities waiting  for  Federal  grants,  by  going  to  the  state  revolving 
loan  funds  for  the  Clean  Water  Act  monies,  which  is  a  much  more 
rational  way  for  the  Federal  Government  to  help  finance  state  and 
local  public  works,  because  it  doesn't  then  create  this  perception 
that  if  a  community  just  waits  it  out  long  enough,  it  will  get  a  Fed- 
eral grant  to  do  its  particular  project.  It  spurs  the  community  to 
move  forward  on  their  own  getting  the  assistance  that  they  can 
from  enhanced  financing  mechanisms  that,  for  instance,  the  revolv- 
ing loan  funds  can  assist  with. 

Mr.  Hartman.  I  think  the  Federal  role  here  is  a  little  different 
from  that  of  local  government.  The  Federal  Government  really  has 
to  decide  whether  the  whole  project  is  worth  it  for  the  Nation, 
without  regard  to  who  pays  for  it,  who  is  getting  higher  taxes,  or 
user  fees,  or  what  have  you.  What  we  are  looking  for  on  public  in- 
vestment is  its  total  contribution  to  GNP  or  GDP. 

I  think  who  should  pay  for  it  is  then  an  independent  question, 
assuming  it  passes  the  test  of  having  a  high  enough  rate  of  return, 
and  that  question  turns  on  where  the  benefits  fall.  If  they  fall  in 
a  particular  community,  there  is  probably  not  much  role  for  Fed- 
eral support;  just  let  that  be  a  local  project. 

So  I  think  the  Federal  Government  needs  to  take  a  more 
distanced  view  and  not  be  concerned  with  the  flow  of  dollars  into 
its  own  accounts,  which  local  governments  certainly  would  have  to 
look  at  more  closely. 

Ms.  MOLINARI.  Which  brings  up  the  complexity  of  the  appropria- 
tions process  when  we  all  get  into  it.  I  just  have  one  quick  ques- 
tion, Mr.  Chairman,  then  I  will  try  and  come  back.  I  have  a  meet- 
ing in  my  office,  but  I  will  see  what  we  can  do. 

Ms.  Chambers,  you  were  head  of  the  President's  transition  team 
for  the  budget? 

Ms.  Chambers.  Yes. 
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Ms.  MOLINARI.  This  may  be  an  unfair  question,  but  I  am  wonder- 
ing if  you  know  if  the  President  has  a  position  on  capital  budget- 
ing. 

Ms.  Chambers.  In  the  campaign,  the  President  favored  setting 
up  a  capital  budget  and  favored  looking  at  investment  separately 
from  consumption.  He  also  talked  about  the  problems  of  consider- 
ing retirement  costs  and  past  commitments  made  to  workers  in  the 
regular  budgeting  process  and  not  considering  those  somewhat  sep- 
arately with  their  own  financing  mechanisms. 

I  don't  believe  he  has  made  any  public  statements  since  the  elec- 
tion concerning  his  view  on  budget  restructure,  but  clearly  in  the 
campaign  he  did,  and  I  think  he  would  be  supportive  of  the  kinds 
of  things  that  the  panel  has  discussed  today. 

Ms.  MOLINARI.  Thank  you.  Thank  you  all  very  much  for  your  tes- 
timony today. 

Mr.  Wise.  I  thank  the  gentlewoman.  I  would  like  to  get  back  to 
a  classification  of  assets  for  a  second.  My  "econ"  teacher  would 
never  believe  I  am  having  this  discussion,  many,  many  years  ago. 

The  reason  I  ask  that  is,  in  this  imperfect  world,  if  the  Congress 
were  going  to  start  down  this  path — and  I  address  this  of  course 
basicadly  to  CBO  and  GAO — ^would  it  not  be  easier  to  begin  in  the 
area  of  physical  infrastructure  as  opposed  to  trying  to  move  quickly 
in  quantum  leaps,  to  R&D,  to  education,  to  job  training,  if  it  be- 
came apparent  that  Congress  were  moving  in  that  direction  and 
you  all  of  course  were  participating  in  that  process  in  supplying  in- 
formation? 

Would  it  be  your  recommendation  that  at  least  you  limit  it  to 
that  and  that  you  try  to  deal  with  that  first?  Is  dealing  with  the 
physical  infrastructure  a  little  easier  than  dealing  with  other 
areas?  Mr.  Hartman. 

Mr.  Hartman.  I  think  there  is  no  question  that  it  is  easier. 
There  are  two  controversies  within  the  physical  area.  One  is  that 
someone  will  remind  us  that  we  should  only  be  counting  as  invest- 
ment things  that  really  have  a  payoff;  there  are  unfortunately  too 
many  examples  of  things  labeled  investment  that  didn't  have  a 
payoff. 

And  second,  there  are  questions  of  where  to  draw  the  line,  how 
long  something  has  to  be  productive  before  it  is  an  investment. 

But  those  are  easy  to  settle.  The  difficulties  come  in  the  human 
capital  area,  and  maybe  less  so  in  R&D  expenditures.  So  certainly, 
if  you  want  to  go  the  easy  path,  physical  investment  is  a  good  way 
to  limit  it.  The  problem,  of  course,  is  that  if  in  so  identifying  this 
class  of  spending  you  give  it  certain  advantages,  you  have  a  lot  of 
colleagues  on  other  committees  who  are  going  to  say  that  you  just 
tilted  the  playing  field  in  your  favor  and  that  there  is  no  reason 
not  to  include  R&D,  which  is  important  for  future  growth,  as  im- 
portant as  transportation  facilities,  and  therefore  they  don't  want 
to  be  left  out. 

That  is  what  you  are  in  for;  I  think  you  know  that.  So  I  think 
practically  speaking  it  is  inevitable  that  you  are  going  to  have  to 
get  into  resolving  these  tricky  questions,  even  though  in  your  area 
there  is  not  a  hell  of  a  lot  of  controversy. 

Mr.  Wise.  Anyone  else?  Mr.  Posner. 
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Mr.  PosNER.  I  think  I  generally  support  what  Bob  said.  In  the 
human  capital  area,  one  of  the  differences,  when  we  fund  physical 
capital,  we  tend  to  fund  a  project  that  has  a  discrete  unit,  that  you 
can  track  its  impact,  a  dam  or  some  kind  of  a  water  project  or  a 
highway. 

In  human  capital  we  fund  a  piece.  We  fund  a  portion  of  some- 
one's education,  maybe  preschool,  maybe  college.  And  really  you 
are  caught  in  more  of  a  seamless  web.  Your  impact  is  dependent 
on  a  whole  range  of  education,  experience,  family  background.  That 
is  one  reason  why  it  is  difficult  on  the  outcome  side. 

There  is  one  other  point  I  would  make,  which  gets  to  what  basis 
would  you  classify  these  things?  In  other  words,  would  you  classify 
investment  based  on  impact,  where  you  might  want  to  therefore 
screen  out,  say,  some  of  these — ^what  is  called  by  some  pork  kinds 
of  projects  in  the  physical  capital  area,  or  would  you  include  every- 
thing that  has  the  intent  of  tr3dng  to  achieve  an  objective  in  your 
capital  budget,  much  like  we  do  with  our  functional  classification 
of  spending. 

We  don't  ask  of  different  education  programs  whether  they  are 
effective  before  we  put  them  in  the  education  function.  We  don't 
ask  whether  Impact  Aid  is  effective,  we  put  it  in  there.  Then  we 
can  make  a  judgment  that  it  is  a  good  or  bad  investment.  That  is 
an  issue  to  think  about,  whether  you  want  to  have  two  separate 
judgments  being  combined  here,  whether  you  really  want  to  make 
your  criteria  objective  on  the  program  and  then  have  a  separate 
process  that  hopefully  gets  around  to  screening  out  the  bad  tjrpes 
of  investments. 

Mr.  Wise.  Mr.  Choate. 

Mr.  Choate.  I  would  have  two  observations.  One  of  the  difficul- 
ties is  a  political  fear  that  there  will  be  some  trickery  in  the  budget 
on  this  classification  issue.  And  part  of  this  goes  back  to  the  experi- 
ences of  New  York  City,  where  in  the  1960s  the  Lindsay  adminis- 
tration funded  part  of  their  training  and  education  programs 
through  their  capital  budgeting  programs.  In  other  words,  they 
didn't  have  the  operating  monies,  and  so  they  borrowed  money 
under  their  capital  budget  to  fund  training. 

So  I  think  that  is  always  used  as  a  bad  example.  I  don't  see  that 
as  a  real  problem  today.  But  I  say  this  almost  in  jest,  perhaps  con- 
sider retitling  your  act,  and  just  call  it  the  National  Domestic  Civil 
Works  Budgeting  Act.  In  other  words,  there  is,  I  think,  built  up 
around  capital  budgeting  or  national  capital  budgeting,  a  series  of 
these  sorts  of  questions  you  raise.  But  what  you  are  really  address- 
ing in  this  act  are  domestic  civil  works. 

Mr.  Wise.  So  I  should  redefine  my  focus? 

Mr.  Choate.  Correct. 

Mr.  Hartman.  Mr.  Chairman,  I  am  the  only  one  who  hasn't 
given  you  a  good  line.  As  I  was  leaving  this  morning,  my  wife 
asked  me,  **Why  are  you  so  dressed  up?"  I  said  I  was  testifying. 
And  she  said,  "On  what?"  And  I  said,  "Capital  budgeting."  And  her 
response  was,  "Oh." 

I  thought  that  was  consistent  with  the  nonheadlines. 

Mr.  Wise.  You  and  I  compared  notes.  My  wife  asked  me  why  I 
was  wearing  a  suit  and  I  said  because  I  am  chairing  a  hearing  on 
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capital  budgeting  and  she  said  much  the  same.  It  is  a  select  group 
that  gets  together  to  talk  this  over. 

Ms.  Chambers,  in  addition  to  your  present  role,  of  course,  you 
were  with  the  Senate  Budget  Committee,  head  of  the  budget  tran- 
sition team.  You  probably  know  as  much,  I  think,  about  the  institu- 
tional problems  associated  with  capital  budgeting  as  anyone.  You 
were  an  associate  on  the  House  Budget  Committee. 

I  just  wonder  if  you  have  some  observations — Mr.  Choate  has 
raised  an  excellent  proposal — ^whether  you  think  there  is  a  new 
way  of  looking  at  this  concept  as  opposed  to  two  or  three  years  ago, 
five  years  ago,  15  years  ago,  however  far  back. 

It  seems  to  me,  as  I  have  been  getting  into  capital  budgeting — 
Mr.  Clinger  has  been  in  it  longer  than  I — ^but  I  have  run  into  a  real 
institutional  bias. 

Ms.  Chambers.  I  think  there  has  been.  I  think  the  1989  GAO 
study  certainly  made  a  major  difference  in  the  perception  of  a  lot 
of  people,  because  although  it  was  a  complex  budget,  it  did  lay  out 
a  very  rational  scheme  for  relooking  at  how  we  make  budget  deci- 
sions. 

I  also  think  that  people  are  beginning  to  realize  that  one  more 
changing  of  the  rules  in  the  process  to  try  to  force  deficit  reduction 
may  not  really  be  the  right  way  to  go,  that  we  need  to  relook  at 
how  decisions  are  made,  than  we  want  to  look  at  the  document 
that  guides  decision  making. 

I  think  a  capital  budget  will  structure  the  decision  process  in  a 
more  meaninful  way.  There  are  a  lot  of  reasons  that  capital  budget- 
ing is  really  an  issue  whose  time  has  come.  And  while  it  is  not  ever 
going  to  make  headlines  as  much  as  we  all  might  be  interested  in 
it,  it  is  too  arcane,  but  in  fact  it  can  make  a  major  substantial  con- 
tribution to  the  budgetary  debate  by  rationalizing  it. 

So  I  applaud  what  this  committee  is  doing,  and  I  think  there  is 
a  jurisdictional  problem,  because  different  committees  have  juris- 
diction, but  clearly  this  committee's  moving  forward  on  the  capital 
budget  side  would  be  a  major  contribution. 

Mr.  Wise.  TTiank  you.  I  turn  to  Mr.  Menendez. 

Mr.  Menendez.  No  thank  you,  Mr.  Chairman. 

Mr.  Wise.  I  want  to  thank  the  panel  very  much.  Ms.  Chambers, 
you  have  given  me  my  quote;  Mr.  Hartman,  you  are  going  to  have 
to.  I  do  think  it  is  moving.  I  appreciate,  even  though  there  is 
some — obviously  some  difference  of  opinion  at  the  table,  I  do  think 
there  is  some  common  ground  as  well  that  we  need  to  explore  on 
this  subcommittee. 

And  I  believe  I  speak  at  least  for  the  Chair,  and  I  think  the 
Ranking  Member,  too,  has  a  great  interest  in  this  subject,  that  this 
subcommittee  and  perhaps  the  fiill  committee,  I  know,  will  be  ex- 
ploring this.  We  have  another  day  of  hearings  set  up,  and  we  look 
forward  to  working  with  you  as  we  explore  this  more  fully. 

It  would  be  my  hope  that  this  subcommittee  could  hold  at  least 
one  other  hearing,  perhaps  more,  and  then  look  to  see  what  kind 
of  discussions  could  be  started  with  other  committees  moving  to- 
wards legislation  in  dealing  with  this. 

I  think  certainly  once  this  reconciliation  gets  behind  us,  that 
there  are  some  in  the  administration  who  have  expressed  a  very 
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clear  interest  in  taking  a  look  at  this  when  they  have  got  a  little 
more  time,  and  I  think  we  are  well  placed  to  do  that. 

So  I  want  to  thank  this  panel  very  much  for  your  help  and  for 
opening  this  series  of  hearings.  The  hearing  is  adjourned. 

[Whereupon,  at  11:20  a.m.,  the  subcommittee  was  adjourned.] 
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Mr.  Chairman,  I  appreciate  the  opportunity  to  testify  on  capital  budgeting  before 
this  Subcommittee.  I  am  president  of  Chambers  Associates  Incorporated,  a  public 
policy  consulting  firm  that  specializes  in  tax  and  fiscal  policy  issues.  I  am  appearing 
today  as  an  individual  and  not  on  behalf  of  any  client  of  the  firm.  My  testimony  is 
based  on  a  paper  that  I  co-authored  with  Jim  Rotherham,  which  accompanies  my 
written  testimony.  Jim  is  a  colleague  at  Chambers  Associates  and  a  former  senior 
staff  member  of  the  House  Committee  on  the  Budget. 

Our  paper  proposes  a  restructuring  of  the  federal  budget  which  will  end  the 
budgetary  gimmickry  that  has  helped  create  the  current  crisis,  and  will  help  set 
spending  and  revenue  policies  on  a  path  that  will  lead  to  an  end  to  the  unwise  and 
foolish  practice  of  borrowing  to  finance  current  consumption.  At  the  same  time, 
recognizing  the  imperative  that  the  nation  invest  in  its  future,  in  the  physical  and 
human  capital  that  will  stimulate  productivity  and  economic  growth,  our  proposal  will 
highlight  policies  that  promote  investment.  The  proposed  Budget  Restructuring  will 
divide  the  current  unified  budget  into  three  discrete  budgets: 

•  A  Capital  Investment  Budget  which  reflects  investments  for  the  future 
and  includes  expenditures  for  programs  and  activities  which  have 
multiple-year  life  and  raise  future  productivity. 

•  An  Income  Replacement  Budget,  which  reflects  the  nation's  past 
commitments  made  to  workers  and  includes  Social  Security,  Federal 
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Employee   Retirement   programs,  and   the    Unemployment   Insurance 
System. 

•         An  Operating  Budget  which  contains  all  other  programs  and  activities 
and  reflects  current  consumption  by  the  federal  government. 

My  testimony  explains  why  the  current  budget  structure  is  obsolete,  and  in  fact 
counter-productive,  and  describes  in   detail  the   tripartite  budget  that  we  have 
developed  to  rationalize  budget  decision  making  by  eliminating  the  distortions  in  the 
current  budget. 
WHY  THE  CURRENT  BUDGET  STRUCTURE  IS  OBSOLETE 

The  last  time  the  Federal  budget  showed  a  surplus  was  Fiscal  Year  1969. 
Ironically,  that  same  year  the  Johnson  administration  instituted  the  current  unified 
budget  structure,  which  had  been  developed  by  the  1967  President's  Commission  on 
Budget  Concepts.  Over  the  past  24  years  during  which  the  unified  budget  has  been 
in  effect,  the  United  States  has  had  the  longest  period  of  sustained  budget  deficits  in 
its  history.  Over  this  period,  the  unified  budget  structure  has  become  an  increasingly 
poor  measure  of  the  deficit  and  grown  increasingly  irrelevant  to  a  serious  debate  about 
the  role  of  the  Federal  government  in  the  economy. 

Mr.  Chairman,  your  legislation  (H.R.  1182)  would  correct  one  of  the  most 
serious  problems  with  the  current  budget  structure,  which  treats  capital  investments 
as  if  they  were  current  consumption  rather  than  an  investment  in  future  growth  and 
productivity.  This  places  infrastructure  investment  at  a  disadvantage  in  competing  for 
budgetary  resources  with  programs  that  finance  current  consumption. 
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The  current  budget  structure  understates  the  extent  to  which  general  revenues 
fail  to  cover  the  cost  of  government.  Under  the  unified  budget  concept,  all  revenues 
are  arrayed  on  one  side  of  the  ledger,  and  all  spending  is  arrayed  on  the  other  side. 
All  revenues  earmarked  by  statute  to  support  a  specific  activity,  including  the  trust 
funds  under  the  jurisdiction  of  the  Committee  on  Public  Works  and  Transportation,  are 
pooled  with  general  revenues,  and  all  spending  is  also  pooled,  regardless  of  its 
revenue  source.  The  difference  between  total  revenue  and  total  spending  determines 
whether  the  budget  is  in  balance,  surplus,  or  deficit.  Thus,  under  the  unified  budget 
the  current  surplus  in  the  trust  fund  component  of  the  budget  masks  part  of  the 
deficit  in  the  general  fund  component  of  the  budget.  In  Fiscal  Year  1994,  the  trust 
funds  will  mask  over  $100  billion  in  general  fund  deficit  spending.  This  is  shown  in 
Table  1 . 


Table  1 

Surplus  or  Deficit  by  Fund  Group 

Fiscal  Year  1994  President's  Budget 

(in  billions  of  dollars) 


Surplus  ( + )  /  Deficit  (-) 


General  Funds 


Trust  Funds 


Consolidated  Deficit 


-367.4 


+  103.4 


-264.1 


Source:  OMB,  The  Budget  For  Fiscal  Year  1994. 
lApra  19931.  p.  22. 


What  constitutes  spending  in  the  unified  budget  is  also  often  misleading.  The 
treatment  of  interest  is  a  good  example.    When  trust  funds  were  brought  into  the 
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budget  in  1969,  transactions  between  general  funds  and  the  trust  funds  were 
eliminated  from  the  budget  totals.  At  that  time,  the  trust  funds  were  financed 
essentially  on  a  pay-as-you-go  basis,  and  there  was  not  an  intention  to  build  up  large 
trust  fund  surpluses  that  would  be  invested  in  government  securities.  The  change  in 
the  early  1980's  in  financing  both  Social  Security  and  Federal  employee  retirement 
programs  to  forward  fund  them  has  created  far  larger  trust  fund  balances  and  thus  a 
significantly  larger  exclusion  from  the  budget  totals  of  the  cost  of  paying  interest  on 
the  national  debt. 

In  just  a  few  years.  Social  Security  will  no  longer  be  the  largest  program.  By 
fiscal  year  1998,  spending  for  interest  on  the  public  debt  will  be  more  than  Social 
Security  spending  ~  $392.5  billion  is  projected  for  interest  on  the  public  debt  and 
$383.6  billion  for  Social  Security.  The  interest  number  that  is  a  building  block  in 
arriving  at  total  spending  in  the  unified  budget,  however,  is  not  interest  on  the  public 
debt.  Instead,  it  is  a  net  number  which  subtracts  out  interest  that  the  Federal 
government  pays  to  trust  funds.  The  interest  that  will  be  subtracted  out  of  the 
budgetary  totals  in  the  unified  budget  in  1998  is  estimated  to  be  $120.2  billion. 

Table  2  shows  the  difference  between  the  total  interest  obligations  of  the 
United  States  and  the  actual  interest  spending  included  in  the  bottom  line  of  the 
Federal  budget. 


Tabta2 

Interest  Outlays  Projected  for  Hscal  Year  1998 

(OMB  Apil  1993  Estimate) 

(in  billions  of  dollars) 

Interest  on  the  Public  Debt 

392.5 

Interest  received  by  on-budget  trust  funds 

-64.4 

Interest  received  by  Social  Security  trust 
funds  (OASDI) 

-46.7 

Interest  received  by  other  Government  entities 

-9.1 

Interest  Subtracted  from  total  for  interest  on  ttie  pubic  debt 

-120.2 

Net  Interest  payment  included  bi  the  bottom  Ine  of  ttie  Federal  budget 

272.3 

Sourco:  OMB.  Tho  Bue/aet  For  Fiscal  Year  1994.  (April  1993).  Appendix  p.  31.                                        \ 

Another  way  in  which  the  definition  of  spending  may  be  misleading  relates  to 
programs  financed  or  partially  financed  with  user  fees.  For  these  programs  the  outlay 
figure  in  the  budget  is  also  a  net  figure,  with  receipts  from  fees  netted  against 
spending  to  arrive  at  the  net  outlays  included  in  the  budget  for  the  program.  For 
example,  the  current  budget  structure  shows  outlays  of  $22.8  billion  from  the 
Highway  Trust  Funds  under  the  President's  budget  proposal  for  Fiscal  Year  1994.  If 
the  Highway  Trust  Fund,  which  is  financed  with  dedicated  receipts  from  a  user  fee 
in  the  form  of  a  gasoline  tax,  were  treated  like  programs  financed  with  user  fees,  the 
outlays  would  only  be  $3.3  billion.  The  Highway  Trust  Funds  do  not  qualify  for  this 
treatment  because  the  fuel  tax  that  finances  them  is  considered  as  a  tax,  not  a  user 
fee.  This  fine  budgetary  distinction  is  undoubtedly  lost  on  the  many  customers  of 
trucking  firms  who  make  a  choice  between  indirectly  paying  the  fuel  tax  or  shipping 
by  barge  and  indirectly  paying  a  user  fee.    However,  because  of  the  difference  in 
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budgetary  treatment,  federal  policy  makers  have  no  basis  for  comparing  the  level  of 
self  financing  and  of  general  fund  subsidy  for  these  programs. 


1                                                                                                                 1 

Table  3 

Currant  Budget  presentation  and  Pubic  Enterprise  Treatment  of 

Hghway  Trust  Funds 

Hsc^  Year  1994  Cinton  Budget  Proposal 

CURRENT  BUDGET 
PRESENTATION 

PUBLIC  ENTERPRISE  FUND 
TREATMENT 

OUTLAYS 

RECEIPTS 

OUTLAYS 

RECEIPTS 

Gross  Outlays 

22.8 

na 

22.8 

na 

Interest  on  Federal  securities 

na 

1.3 

-1.3 

na 

Federal  Contribution 

na 

na 

0 

na 

Fuel  Tax  Receipts 

na 

18.2 

-18.2 

na 

Total 

22.8 

19.5 

3.3 

„. 

While  it  is  appropriate  to  relate  fees  collected  for  services  to  the  cost  of  the 
service,  the  practice  also  may  lead  to  an  underreporting  of  the  true  scope  of  federal 
activity.  In  addition,  the  definitions  are  rather  arbitrary  as  to  when  dedicated  receipts 
are  netted  against  spending  and  when  they  are  added  in  with  revenues.  A  bill  was 
introduced  last  year  by  Congressmen  Jacobs,  Levin  and  Dorgan  called  "The  Truth  in 
Budgeting  Act"  (HR  4192)  which  would  net  dedicated  receipts  in  the  jurisdiction  of 
the  Ways  and  Means  Comminee,  whether  called  a  fee  or  a  tax,  against  spending  so 
that  all  such  collections  would  be  directly  related  to  the  services  they  funded.  This 
bill  also  addressed  the  underreporting  in  the  budget  totals  of  interest  paid  on  the 
national  debt  by  counting  all  interest  paid,  whether  to  the  public  or  to  trust  funds,  as 
outlays  from  the  general  fund.  The  interest  paid  to  trust  funds  would  then  be  netted 
against  spending  from  the  trust  fund. 
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To  make  matters  more  complicated,  many  programs  that  are  financed  with  user 
fees  are  categorized  as  public  enterprise  funds.  Public  enterprise  funds  reflect 
business  related  activities  of  the  federal  government.  For  programs  falling  in  this 
budgetary  category,  such  as  the  commodity  credit  corporation  and  foreign  military 
sales,  not  only  are  fees  and  collections  netted  against  spending,  but  general  fund 
subsidies  to  these  public  enterprise  funds  are  also  netted  against  spending. 

Mr.  Chairman,  your  bill  HR  1182  would  set  up  a  separate  budget  for  public 
enterprise  funds,  with  separate  operating  and  capital  components.  I  would 
recommend  instead  that  public  enterprise  activities  that  represent  investment  be 
included  in  the  capital  budget,  and  all  other  public  enterprise  activities  be  included  in 
the  operating  budget.  In  addition,  the  definition  of  which  receipts  should  be  netted 
against  spending  which  should  be  added  to  other  revenues  should  be  reconsidered  in 
light  of  this  budget  restructure.  Also,  no  general  fund  subsidies  should  be  netted 
against  spending  as  this  represents  an  egregious  miasking  of  general  fund  spending. 

Our  overall  assessment  is  that  the  current  budget  structure  reflects  a  series  off 
arbitrary  decisions  made  25  years  ago  and  is  no  longer  relevant  to  the  issues  which 
the  United  States  faces  as  the  20th  century  draws  to  a  close,  and  in  fact,  the  budget 
structure  itself  has  become  a  hindrance  to  sound  fiscal  policy  making. 
CAPITAL  BUDGETING 

A  start  toward  reform  would  be  capital  budgeting  as  recommended  by  both 
Chairman  Wise's  bill  HR  1 182  and  by  Congressman  dinger's  bill  HR  1050.  There  are 
compelling  reasons  to  enact  a  capital  budget. 
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The  most  fundamental  justification  for  a  Federal  capital  budget  is  to  help  policy 

makers  weigh  the  long-term  costs  and  benefits  of  spending  decisions.  While  the 
president's  budget  often  contains  excellent  budget  arrays  which  separate  investment 
and  R&D  funding  from  other  types  of  spending,  neither  in  the  budgets  themselves  nor 
in  the  congressional  review  of  the  budgets  are  there  separate  systematic  reviews  of 
spending  requests  which  have  the  potential  to  increase  productive  capacity.  Instead, 
both  0MB  and  the  appropriations  subcommittees  conduct  budget  reviews  by 
department  and  agency  that  do  not  distinguish  between  consumption-oriented  and 
investment-oriented  spending. 

Capital  budgeting  would  help  quantify  the  commonly-held  belief  that  public 
investment  is  a  worthwhile  activity.  The  Congressional  Budget  Office  has  concluded 
that  "carefully  chosen  federal  investments  in  physical  infrastructure  such  as  highway 
and  aviation  projects  would  yield  economic  rates  of  return  higher  than  the  average 
return  on  private  capital."^ 

At  least  37  states  have  either  a  capital  budget  as  a  part  of  their  overall  budget 
or  as  a  separate  budget.^  The  fact  that  most  states  have  recognized  the  value  of  a 
capital  budget  provides  further  justification  for  a  Federal  capital  budget.  There  is  not, 
however,  one  niodel  that  can  be  easily  applied.  State  capital  budgeting  practices  differ 
markedly  among  each  other  and  also  from  private  sector  accounting  practices,  in 
addition.  Federal  capital  budgeting  inevitably  would  differ  from  State  and  private 


U.S.,  Congressional  Budget  Office,  How  Federal  Spending  for 
Infrastructure  and  Other  Public  Investments  Affects  the  Economy 
(July  1991),  p.  XV. 

GAG,  Managing  The  Coat  of  Government,  p.  11. 
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practice.  Typically,  long-term  debt  instruments  and  dedicated  revenue  sources, 
particularly  user  fees,  finance  State  capital  budgets.  The  operating  portion  of  State 
budgets,  including  the  cost  of  servicing  the  debt  of  the  capital  budget  but  excluding 
capital  expenditures,  is  the  part  of  State  budgets  that  is  typically  subject  to  statutory 
or  state  constitutional  balanced  budget  requirements.  An  important  distinction 
between  our  proposed  Federal  capital  budget  and  State  and  local  government  capital 
budgets  is  that  the  Federal  capital  budget  would  be  a  vehicle  to  facilitate  decisions  on 
the  appropriate  level  of  public  investment,  while  State  and  local  capital  budgets 
primarily  reflect  financing  mechanisms. 

In  the  private  sector,  investment  typically  is  not  charged  as  a  current  expense. 
The  current  expense  in  private  sector  budgets  is  depreciation  on  current  and  past 
investment.  No  State  budget  currently  includes  imputed  depreciation.'  Until 
validated  public  sector  depreciation  estimation  techniques  can  be  developed,  the 
Federal  government  should  emulate  state  practice  in  implementing  capital  budgeting 
and  not  include  depreciation  estimates.  However,  identifying  repair  and  replacement 
schedules  and  costs  is  an  important  aspect  of  investment  decisions.  For  instance,  the 
current  clean-up  problem  in  the  U.S.  nuclear  weapons  production  facilities  is  an 
example  of  the  cost  of  failing  to  account  for  depreciation.*  Methods  of  calculating 
depreciation  should  be  studied,  and  maintenance,  repair  and  replacement  should  be 
factored  into  decision  making  if  not  into  the  budget  itself. 


Henry  Thomaseen,  "Capital  Budgeting  For  A  State,"  Public  Budgeting 
and  Finance,  Vol.  10,  Number  4  (Winter  1990),  p.  85. 

Managing  the  COBt  of  Government,  pp.  12-13. 
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An  important  advantage  of  a  capital  budget  is  that  it  smoothes  expenditures 
and  thus  eliminates  swings  in  taxation  necessary  to  finance  investment.  This 
argument  has  more  validity  for  State  and  local  budgets  than  for  the  Federal  budget, 
since  the  size  of  the  Federal  budget  malces  it  unlikely  that  specific  projects  would  have 
a  significant  impact  on  total  spending  in  any  given  year. 

A  capital  budget  would  allow  consumption  spending  to  be  distinguished  from 
capital  spending.  The  former  does  not  increase  productivity,  while  the  latter  has  the 
potential  to.  From  that  premise,  it  follows  that  capital  outlays  may  be  less  harmful 
in  terms  of  the  deficit  than  consumption  outlays.*  I  have  not  come  before  this 
Subcommittee,  however,  to  claim  that  a  capital  budget  would  reduce  the  Federal 
deficit,  although  the  failure  to  explicitly  budget  for  investments  overstates  the  deficit. 
If  the  Federal  government  followed  private  sector  procedures  of  accounting  for 
investment  spending,  the  Federal  deficit  would  be  much  smaller." 

For  more  than  two  decades,  the  Federal  budget  deficit  has  been  an  intractable 
problem,  and  there  is  now  a  long  history  of  masking  the  magnitude  of  the  problem 
with  budgetary  "blue  smoke  and  mirrors."  If  a  capital  budget  were  to  be  implemented 
as  a  way  to  reduce  the  deficit  on  paper,  the  concept  could  be  seen  as  just  another 
budget  game.  The  importance  of  a  capital  budget  to  deficit  reduction  is  not  an 
immediate  reduction  in  the  deficit  due  to  depreciation  write-offs  jnstead  of  expensing 
investment,  which  I  do  not  recommended  at  this  time.   Instead,  the  importance  of  a 


The  GAO  makes  this  distinction.   See:  GAO,  Managing  The  Cost  of 
Government .  p.  11. 

Robert  Eisner,  How  Real  Is  The  Federal  Deficit  (New  York:  The  Free 
Press,  A  Division  of  Macmillan,  Inc.,  1986),  p.  30. 
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capital  budget  is  the  ability  to  focus  Federal  spending  in  ways  that  increase  economic 
growth,  which  will  help  reduce  the  deficit  over  the  long  term. 
PROPOSED  BUDGET  RESTRUCTURING 

The  fiscal  policies  of  the  last  decade  have  left  a  legacy  of  debt  and  deficits 
which  have  impeded  economic  growth,  and  the  situation  is  in  fact  worse  than  is 
generally  known.  The  challenge  is  to  lay  bare  the  true  nature  and  extent  of  the 
deficit,  end  the  budgetary  gimmickry  that  has  helped  create  the  current  crisis,  and  set 
spending  and  revenue  policies  on  a  path  that  will  lead  to  an  end  to  the  unwise  and 
foolish  practice  of  borrowing  to  finance  current  consumption.  At  the  same  time,  it  is 
imperative  that  the  nation  invest  in  its  future,  in  the  human  and  physical  capital  that 
will  stimulate  productivity  and  economic  growth.  The  budget  must  become  a  tool  that 
leads  to  sound  decision  making  on  federal  fiscal  policy. 

A  budget  presentation  that  allows  policy  makers  to  distinguish  between 
consumption  and  investment  decisions  would  be  a  vast  improvement  over  current 
practices.  To  accomplish  this  goal,  the  unified  budget  should  be  divided  into  three 
discrete  budgets: 

■  A  Capital  Investment  Budget  which  reflects  investments  for  the  future 
and  includes  expenditures  for  programs  and  activities  which  have 
multiple-year  life  and  raise  future  productivity.- 

■  An  Income  Replacement  Budget,  which  reflects  the  nation's  past 
commitments   made  to   workers  and   includes  Social   Security   and 
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Medicare,      Federal      Employee      Retirement      programs,      and      the 
Unemployment  Insurance  System. 
■         An  Operating  Budget  which  contains  all  other  programs  and  activities 

and  reflects  current  consumption  by  the  federal  government. 
The  capital  budget  that  we  propose  draws  from  the  extensive  analysis  of  the 
Government  Accounting  Office  (GAO),  which  strongly  supports  a  capital  budget.  Our 
approach  differs  somewhat  from  the  current  thinking  of  the  General  Accounting 
Office's  latest  published  iteration  of  budget  restructuring  which  would  create  four 
budgets:  general,  trust,  enterprise,  and  investment.  Each  of  these  four  budgets 
would  have  an  operating  and  capital  component.  While  the  GAO  concept  is 
interesting,  it  is  very  complex  and  amounts  to  the  substitution  for  one  unified  budget 
of  eight  separate  budgets.  For  that  reason,  we  do  not  recommend  adoption  of  the 
GAO  model,  although  there  are  many  simuarities  between  this  proposal  and  the  GAO 
model. ^ 

The  Capital  Investment  Budget  (CIB)  we  propose  will  report  both  capital 
revenues  and  capital  investments.  Capital  revenues  include  all  taxes  and  user  fees 
which  are  earmarked  by  law  to  finance  specific  capital  investments.  Capital  revenues 


The  formal  GAO  proposal  ia  included  in:  U.S.,  General  Accounting 
Office,  Managing  The  Coat  of  Government:  Proposals  For  Reforming 
Federal  Budgeting  Practicea.  GAO/AFMD-90-1  (October  1989).  Current 
GAO  thinking  on  this  iasue  ia  contained  in  a  September  1992 
diacussion  memorandum  that  has  been  circulated  to  a  amall  number  of 
academica.  The  roost  recent  public  GAO  position  was  included  in  the 
testimony  of  Paul  L.  Poaner,  Director  of  Budget  laauea.  Accounting 
and  Financial  Management  Diviaion,  General  Accounting  Office,  before 
the  Subcommittee  on  Legislation  and  National  Security,  Committee  on 
Government  Operations,  U.S.  House  of  Representatives  (July  23, 
1992). 
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also  include  loan  interest  and  principal  repayments  and  interest  paid  by  the  Treasury 
on  securities  held  by  capital  trust  funds. 

Capital  investments  also  include  the  subsidy  cost  of  loans  which  increase 
investment.  This  is  consistent  with  the  credit  reform  enacted  by  the  Congress  in 
1990  and  is  the  treatment  currently  recommended  by  the  GAO. 

The  treatment  of  depreciation  in  the  CIB  will  differ  from  private  sector  practice 
in  a  fundamental  way.  The  private  sector  typically  integrates  accrual  accounting, 
including  depreciation,  into  its  financial  management  system.  In  contrast,  the  U.S. 
government's  financial  management  system  is  on  a  cash  basis.  The  reason  for  this 
is  that  the  Congressional  appropriations  process  exerts  its  control  over  executive 
branch  spending  at  the  point  of  obligation  of  funds.  An  executive  branch  official  who 
obligates  funds  for  which  there  is  not  a  congressional  appropriation  violates  the  Anti- 
Deficiency  Act  of  1 905.  The  Anti-Deficiency  Act,  which  prescribes  criminal  penalties 
for  violation,  codifies  the  long-standing  Anglo-American  tradition  of  legislative  control 
over  appropriations. 

The  total  integration  of  accrual  accounting,  including  depreciation,  into 
executive  branch  financial  management  could  weaken  the  control  through  the 
obligations  process,  and  would  precipitate  strenuous  opposition.  For  that  reason,  we 
recommend  that  appropriations  should  continue  to  be  on  a  cash  basis;  and  accrual 
measurements,  including  depreciation,  should  not  be  the  basis  for  appropriations 
actions  or  financial  management. 


48 


14 

Nevertheless,  a  depreciation  schedule  should  be  developed  and  subtracted  from 
the  total  of  all  capital  investments,  resulting  in  the  net  capital  investment  amount. 
This  schedule  should  not  be  applied  to  the  capital  budget  until  validated  depreciation 
estimates  are  developed.  This  will  require  the  valuation  of  Federal  assets  and  the 
development  of  agreed-upon  depreciation  rates.  It  is  crucial  to  the  development  of 
capital  budgeting  that  this  effort  not  become  tied  up  with  budgetary  politics  about  the 
deficit.  It  is  also  important  that  capital  budgeting  not  be  deferred  until  the 
depreciation  estimates  are  refined  and  validated. 

The  guiding  principals  used  in  determining  which  programs  and  activities  are 
capital  assets  which  should  be  included  in  the  Capital  Investment  Budget  can  be 
summarized  in  the  following  questions: 

What  has  multiple  year  life? 

What  raises  future  productivity? 

The  answers  to  these  questions  has  led  us  to  identify  for  inclusion  in  a  Capital 
Investment  Budget  physical  capital,  research  and  development  (R&D)  activities  (both 
defense  and  civilian),  and  human  capital  Investments,  such  as  education  and  training. 
At  the  same  time,  it  led  us  to  exclude  defense  procurement  because  it  fails  to  meet 
the  test  of  raising  future  productivity.  Defense  weapon  systems  and  related 
equipment  in  the  concept  developed  for  the  Capital  investment  Budget  can  be 
compared  to  consumer  durables,  not  to  capital  investment. 

There  could  be  substantial  political  pressure  from  congressional  authorizing 
committees  and  from  interest  groups  to  include  their  favored  programs  in  the  CIB, 
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under  the  presumption  that  inclusion  in  the  CIB  might  malte  a  program  immune  from 
cuts  and  garner  support  for  increased  funding.  Such  a  presumption  would  be  false 
if  the  programs  in  the  CIB  are  assessed  in  terms  of  rate  of  return,  which  is  the  criteria 
used  in  the  private  sector  in  making  investment  decisions.  Unfortunately,  this  criteria 
is  seldom  applied  in  Federal  government  investment  decisions  because  meaningful  rate 
of  return  estimates  are  seldom  made.  Using  rate-of-return  as  a  decision  criteria  could 
well  become  an  incentive  against  inclusion  in  the  CIB  of  programs  with  mushy 
objectives  and  no  way  to  assess  effectiveness.  On  the  other  hand,  in  some  areas 
such  as  basic  research  and  development,  rate  of  return  estimates  may  be  impossible 
to  develop. 

Once  a  capital  budget  is  put  in  place,  a  process  should  be  created  to  screen  any 
additional  programs  that  may  be  proposed  in  the  future  for  inclusion  in  the  Capital 
Investment  Budget.  An  Advisory  Committee  consisting  of  the  comptroller  general,  the 
director  of  the  Congressional  Budget  Office,  and  the  director  of  the  Office  of 
Technology  Assessment  should  be  created  to  advise  on  recommendations  for 
inclusion  of  new  programs  in  the  Capital  Investment  Budget.  To  avoid  a  constitutional 
challenge,  this  committee  should  be  advisory  only." 

In  addition  to  the  Capital  Investment  Budget,  we  propose  creation  of  an  Income 
Replacement  Budget.    Unlike  the  private  sector,  where  businesses  cannot  include 


The  constitutional  iesue  is  that  the  preparation  of  the  President's 
budget  is  the  responsibility  of  the  Executive  Branch,  and  these 
three  officials  are  part  of  the  Legislative  Branch.  The  President 
cannot  delegate  executive  responsibilities  to  the  Congress. 
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pension  assets  held  on  behalf  of  individuals,  either  in  their  assets  or  their  bottom  lines, 
the  federal  government  places  in  its  annual  budget  the  surpluses  from: 

-  the  pension  systems  provided  for  its  own  employees, 

-  the  Social  Security  system  which  provides  a  base  retirement  and 
disability  program  for  all  U.S.  workers,  and 

-  the  unemployment  insurance  system  which  collects  a  state  tax  from 
employers  to  provide  benefits  to  unemployed  workers  while  they  look  for 
jobs. 

Most  of  the  programs  proposed  for  inclusion  in  the  Income  Replacement  Budget 
are  financed  through  trust  funds  in  which  dedicated  revenue  is  earmarked  to  finance 
benefits  and  administrative  costs.  (The  major  exception  is  Veterans  Compensation, 
which  is  financed  with  general  revenues  and  functions  as  a  form  of  disability  and 
worker  compensation  program  for  former  military  personnel  and  their  survivors. 
Benefits  in  Veterans  compensation  are  tied  to  injuries,  wounds,  or  death  while  in 
military  service  and  are  not  means-tested.)  No  means-tested  programs  are  proposed 
for  inclusion  in  the  Income  Replacement  Budget. 

Social  Security  is  the  largest  program  in  the  Income  Replacement  Budget. 
Congress  in  three  separate  laws  over  the  past  decade  has  directed  that  Social  Security 
be  off-budget.  This  law  has  been  honored  more  in  the  breach  than  in  the  observance. 
Placing  Social  Security  in  the  new  Income  Replacement  Budget  has  the  advantage  of 
keeping  Social  Security  out  of  the  operating  budget,  consistent  with  Congressional 
intent  in  taking  Social  Security  off-budget. 
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Medicare  is  not  proposed  for  inclusion  in  the  Income  Replacement  program 
although  it  is  part  of  the  federal  government's  commitment  to  workers.  Medicare 
does  not  increase  the  incomes  of  individual  recipients  by  the  amount  of  the  health 
benefits  they  receive.  If  that  were  true,  a  terminally-ill  individual  would  be  counted 
as  very  wealthy.  Thus,  from  that  perspective,  it  is  not  an  income  replacement 
program.  At  best,  the  income  supplement  is  the  insurance  value  of  Medicare  benefits. 

The  third  budget  is  the  operating  budget,  which  will  reflect  spending  which  is 
current  consumption,  and  will  include  all  government  spending  which  is  currently  on- 
budget  which  has  not  been  specifically  identified  for  inclusion  in  either  the  Capital  or 
Income  Replacement  Budgets. 

The  totals  for  the  operating  budget  will  show  three  costs  that  are  now  hidden 
by  the  current  budget  structure.  Based  on  Fiscal  Year  1993  estimates  that  we 
developed  last  year  for  illustrative  purposes,  these  include: 

•  Interest  on  trust  fund  investments  in  the  Income  Replacement  Budget, 
which  are  estimated  to  be  $68.5  billion  in  Fiscal  Year  1993. 

•  Government  contributions   as   an   employer   to   income   replacement 
programs,  which  are  estimated  to  be  $34.9  billion  in  Fiscal  Year  1993. 

•  Government   contributions   from    general   funds   to    finance    Income 
Replacement  programs. 

These  three  items  add  about  $146  billion  to  the  operating  budget.  The 
operating  budget  excludes  outlays  which  are  allocated  to  the  Capital  Investment 
Budget  ($169.4  billion  in  Fiscal  Year  1993  based  on  the  February  1992  0MB 
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estimates)  and  to  the  Income  Replacement  Budget  ($417.4  billion  based  on  the 
Summer  1993  CBO  estimate).   These  adjustments  leave  outlays  of  $1.1  trillion  that 
is  financed  with  about  $0.8  trillion  in  general  revenues  and  about  $0.3  trillion  in 
borrowing. 
SUMMARY 

The  net  impact  of  the  proposed  restructuring  is  shown  in  Table  4,  which 
summarizes  the  current  and  proposed  budgets,  and  Table  5,  which  gives  a  functional 
breakdown. 

Tables  4  and  5  also  show  the  contribution  of  each  of  the  three  budgets  to  the 
overall  consolidated  budget  deficit  of  $352.7  billion. 

•  Not  surprisingly,  the  largest  contributor  to  the  deficit  is  the  operating 
budget  which  accounts  for  84  percent  of  the  projected  deficit.  Interest 
payments  ($283.1  billion)  are  the  largest  single  expenditure  followed  by 
defense  and  international  ($262.9  billion).  These  two  account  for  51 
percent  of  spending  in  the  operating  budget. 

•  The  Capital  Investment  Budget  (CIB)  also  runs  a  deficit,  but  this  deficit 
is  less  than  half  of  the  deficit  in  the  Operating  Budget.  In  addition,  this 
deficit  is  calculated  like  the  current  budget  on  a  cash,  not  an  accrual 
basis.  In  fact,  the  deficit  in  the  CIB  would  be  substantially  less  if  the 
Federal  government  in  fact  did  capital  budgeting  like  the  private  sector. 

•  The  Income  Replacement  Budget  operates  at  a  surplus  of  $86.9  billion. 
About  half  of  this  surplus  in  fact  would  vanish  if  the  Federal  government 
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did  not  make  general  fund  contributions  to  specific  Income  Replacement 

programs  of  $42.6  billion  in  addition  to  the  mandatory  payments  which 

it  makes  for  interest  and  to  fulfill  its  responsibility  as  an  employer. 

Examination  of  these  payments  as  a  way  to  reduce  the  Operating  Budget 

deficit  would  not  be  precluded  under  this  proposal. 

In    conclusion,   this    restructuring   proposal    represents   a    start    toward    a 

reorientation   of   the   budget   debate   toward   separating   public   investment   from 

government  consumption.   It  also  would  make  clear  the  extent  to  which  the  current 

budgetary  practices  use  trust  fund  surpluses  as  a  way  to  mask  the  deficit  in  the 

operating  part  of  the  budget. 
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Tablo4 

Illustrative  Breakdown  of  Budget  Estimates  For  Hscal  Year  1993 

Based  on  the  Budget  Restructuring  Proposal 

(In  billions  of  doUars) 

Current 
Unified 
Budget 

Capital 

Investment 

Budget 

Income 

Replacement 

Budget 

Operating 
Budget         II 

RECEIPTS/REVENUES                                                                                                                                                                  | 

Income,  Estate.  Gift,  Customs 
Duties 

648.5 

0.0 

0.0 

648.5 

Social  Insurance,  Taxes,  and 
Contributions 

446.8 

0.0 

360.3 

86.5 

Excise  Taxes  and  Miscellaneous 
Receipts 

68.8 

25.0 

0.7 

43.1 

Interest  on  Trust  Fund  Investments 

N/A« 

2.7 

65.8 

0.0 

General  Fund  Contributions  To 
Income  Replacement  Budgets 

N/A* 

0.0 

42.6 

0.0 

Government  Contribution  As 
Employer  To  Income  Replacement 
Budget 

N/A» 

0.0 

34.9 

0.0 

TOTAL  RECEIPTS 

1164.0 

27.7 

504.3 

778.1 

TOTAL  OUTLAYS 

1516.7 

ALLOCATION  OF  CURRENT 
OUTLAYS 

1516.7 

169.4 

417.4 

929.9 

ADDITIONS  TO  OUTLAYS  IN  CURRENT  PRESENTATION                                                                                           | 

Interest  on  Trust  Fund  Investments 

68.5 

General  Fund  Contributions  To  Income  Replacement  Budget 

42.6 

Government  Contribution  As  Employer  To  Income  Replacement  Budget 

34.9 

TOTAL  OUTLAYS 

1516.7 

169.4 

417.4 

1,075.9 

DEFICIT  (-)  SURPLUS  (  +  1 

-352.7 

-141.7 

86.9 

-297.8 

Note:    *  Indicates  funding  that  is  currently  netted  out  In  the  unified  budget  totals.                                             \ 
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Table  5 

Preliminary  Functional  Breaiidown  of  Budget  Estimates  For  Rscal  Year  1993 

Based  on  Budget  Restructuring  Proposal 

(in  bauons  of  dollars) 

Current 
Unified 
Budget 

Capftal 

Investment 

Budget 

Income 

Replacement 

Budget 

Operating 
Budget 

Defense/International 
(050/1 50> 

314.2 

51.3 

0.0 

262.9 

Science,  Space,  and 
Technology  (250) 

17.0 

10.1 

0.0 

6.9 

Energy,  Natural  Resources, 
Agriculture  (270,  300.  350) 

40.8 

26.7 

0.0 

14.1 

Commerce  and  Housing 
Credit  (370) 

63.6 

0.0 

0.0 

63.6 

Transportation  (400) 

35.1 

22.9 

0.5 

11.7 

Education,  Training, 
Employment,  and  Social 
Services  (500) 

49.6 

36.2 

0.0 

13.4 

Health  and  Medicare  (550, 
570) 

237.5 

11.4 

0.1 

226.0 

Income  Security  (600) 

197.3 

0.0 

96.5 

100.8 

Social  Security  (650) 

302.3 

0.0 

302.3 

0.0 

Veterans  Benefits  and 
Services  (700) 

34.3 

1.2 

12.6 

20.5 

Other  (450,  750,  800,  870, 
920) 

52.0 

9.6 

5.4 

37.0 

Interest  (900) 

214.6 

0.0 

0.0 

283.1 

Total:   Undistributed 
Offsetting  Receipts  (950) 

-41.6 

0.0 

0.0 

-6.7 

General  Fund  Contributions 
To  Income  Replacement 
Budget 

N/A 

0.0 

0.0 

42.6 

Total  Outlays 

1516.7 

169.4 

417.4 

1075.9 
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SECTION  I.  THE    CURRENT    FEDERAL    BUDGET    STRUCTURE    DISTORTS 

PUBUC  DEBATE  ABOUT  THE  DEFICIT 

The  last  time  the  Federal  budget  showed  a  surplus  was  Fiscal  Year  1969. 
ironically,  that  same  year  the  Johnson  administration  instituted  the  current  unified 
budget  structure,  which  had  been  developed  by  the  1967  President's  Commission  on 
Budget  Concepts.  Over  the  past  24  years  during  which  the  unified  budget  has  been 
in  effect,  the  United  States  has  had  the  longest  period  of  sustained  budget  deficits  in 
its  history.  Over  this  period,  the  unified  budget  structure  has  become  an  increasingly 
poor  measure  of  the  deficit  and  grown  increasingly  irrelevant  to  a  serious  debate  about 
the  role  of  the  Federal  government  in  the  economy. 

Also  under  the  unified  budget,  when  the  Federal  government  makes  a  capital 
investment  in  infrastructure,  the  total  cost  is  expensed  when  the  checks  are  written. 
Every  dollar  spent  adds  to  the  reported  deficit.  In  contrast,  in  the  private  sector,  only 
the  depreciation  on  investments  is  charged  as  a  current  expense,  and  in  many  state 
budgets,  infrastructure  investments  are  separated  into  a  separate  capital  budget.  This 
Federal  accounting  technique  treats  capital  investments  as  if  they  were  current 
consumption  rather  than  an  investment  in  future  growth  and  productivity,  which 
places  infrastructure  investment  as  a  disadvantage  in  competing  for  budgetary 
resources  with  consumption  programs. 

The  Current  Budget  Understates  the  Deficit 


The  current  budget  structure  understates  the  extent  to  which  general  revenues 
fail  to  cover  the  cost  of  government.  The  treatment  of  interest  in  the  budget  is  an 
example  of  how  distorted  the  presentation  of  the  budget  has  become  in  recent  years. 
The  unified  budget  excludes  from  the  budget  totals  interest  paid  to  trust  funds  and 
never  gives  a  clear  presentation  of  the  percentage  of  general  revenues  devoted  to 
financing  interest  charges.  In  the  President's  Fiscal  Year  1993  budget,  $101  billion 
in  interest  paid  to  trust  funds  are  excluded  from  the  interest  function  and  from  budget 
outlay  totals.  The  total  interest  obligation  of  the  Federal  government  in  FY  1993, 
including  interest  owed  to  trust  funds,  will  be  $315  billion.  This  equals  45.5  percent 
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of  general  revenue,  which  is  estimated  at  $693  billion  for  Fiscal  Year  1993.^  Nearly 
one  out  of  every  two  dollars  in  general  revenues  coHectad  by  the  Federal  government 
in  Fiscal  Year  1993  will  go  to  pay  interest  on  the  national  debt. 

The  current  budget  structure  is  no  longer  relevant  to  the  issues  which  the 
United  States  faces  as  the  20th  century  draws  to  a  dose,  and  in  fact,  the  budget 
structure  itself  has  become  a  hindrance  to  sound  fiscal  policy  making. 

Under  the  unified  budget  concept,  all  revenues  are  arrayed  on  one  side  of  the 
ledger,  and  all  spending  is  arrayed  on  the  other  side.  All  revenues  earmarked  by 
statute  to  support  a  specific  activity  are  pooled  with  general  revenues,  and  all 
spending  is  also  pooled,  regardless  of  its  revenue  source.  The  difference  between 
total  revenue  and  total  spending  determines  whether  the  budget  is  in  balance,  surplus, 
or  deficit.  Thus,  under  the  unified  budget  the  current  surplus  in  the  trust  fund 
component  of  the  budget  masks  part  of  the  deficit  in  the  general  fund  component  of 
the  budget,  as  shown  in  Table  lA. 


UnleM  indicated  otherwise,  all  estimates  are  based  on  the  budget  submitted  by  President  George  Bush 
in  February  1992.  The  budget  material  released  by  the  outgoing  and  incoming  Administrations  during 
January  and  February  1993  did  not  contain  enough  detail  to  develop  the  budget  allocations  presented 
later  in  this  article. 

The  breakdown  of  general  revenue  is  as  follows: 


President's  Budget 

Fiscal  Year  1993  General  Revenue 

(In  billions  of  dollars) 

Individual  Income  Tax 

515.2 

Corporate  Income  Tax 

103.8 

Excise  Taxes  Not  Tied  to  Trust  Funds 

22.3 

Other 

51.6 

ToUl  General  Revenue 

692.9 
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Table  lA 

Surplus  or  Deficit  by  Fund  Group 

Fiscal  Year  1993  President's  Budget 

(in  billions  of  dollars) 


Surplus  ( + )  /  Deficit  (-) 


General  Funds 


Trust  Funds 


Consolidated  Deficit 


-468.9 


+  119.0 


-349.9 


Sown:*;  0MB,  The  Budget  For  Fiscsf  Year  1993: 
Supplement  (Febfuary  1992),  Part  3,  Table  1.4,  p. 
19. 


Trust  funds  are  financed  with  revenues  that  can  only  be  used  for  specific 
dedicated  purposes.  The  overall  surpluses  in  dedicated  funds,  which  will  total  $119 
billion  in  FY  1993,  will  increase  dramatically  over  the  rest  of  the  decade.  During  the 
1 980's,  the  government  moved  from  a  pay-as-you-go  policy  for  retirement  trust  funds 
to  a  strategy  to  build  up  balances  in  the  trust  funds,  particularly  the  cash  benefit 
Social  Security  funds  and  the  Federal  employee  retirement  and  disability  funds.  Now 
for  the  retirement  benefits  of  about  two  thirds  of  Federal  employees,  the  Federal 
government  fully  accrues  each  year  their  future  pension  costs,  in  much  the  same 
manner  as  private  employers  fund  employee  pensions. 

The  balances  held  by  U.S.  government  trust  funds  must  by  law  be  invested  in 
U.S.  government  securities.  0MB  estimates  that  by  the  end  of  1997,  these  trust  fund 
balances  will  total  $1.7  uillion  compared  with  actual  balances  of  $0.9  trillion  at  the 
end  of  1991.  To  the  extent  that  trust  fund  balances  finance  deficits  in  Federal 
programs  which  are  supposed  to  be  paid  for  with  general  revenues,  the  trust  fund 
assets  are  not  being  invested  to  finance  the  future  obligations  they  represent. 
Ultimately,  trust  fund  balances  are  lOU's  on  the  future  productive  capacity  of  the  U.S. 
economy.  To  the  extent  that  these  assets  are  used  to  finance  current  government 
consumption,  resources  are  not  available  to  expand  the  productive  capacity  of  the 
economy,  and  thus  reduce  the  economic  burden  when  these  trust  fund  lOU's  are 
redeemed. 


Sources  of  the  Deficit 

The  unified  budget  presentation  not  only  hides  the  true  scope  of  the  deficit,  but 
also  skews  the  debate  about  the  sources  of  the  deficit.    A  useful  way  to  analyze 
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Federal  spending,  revenue,  and  the  deficit  is  as  a  percentage  of  Gross  Domestic 
Product  (GDP).  This  approach  allows  inter-temporal  comparisons  of  the  relative 
burden  of  government  taxation  and  spending.  This  section  analyzes  the  sources  of 
the  increase  in  the  deficit  by  comparing  fiscal  years  1980  and  1992.  Over  this  12- 
year  period,  the  deficit  as  a  percentage  of  GDP  increased  by  2.1  percentage  points 
from  2.3  to  4.9  percent  of  GDP. 

Entitlements  ~  It  has  become  almost  trite  to  assert  that  entitlement  spending  is  out 
of  control.  The  unified  budget  structure  gives  credence  to  that  assertion  because  all 
spending  is  lumped  together,  regardless  of  how  the  spending  is  financed. 

In  fact,  only  one  area  of  entitlement  spending  is  out-of-ccntrol  ~  health  care. 
Between  1980  and  1992,  Medicare  and  Medicaid  spending  increased  from  1.8  to  3.4 
percent  of  GDP,  an  increase  of  1.6  percentage  points.  Driving  the  rise  in  the  health 
entitlement  costs  is  inflation  in  the  entire  health  care  sector,  not  factors  unique  to 
Medicare  and  Medicaid. 

Other  entitlement  programs  are  not  out  of  control.  Although  spending  for  the 
largest  entitlement.  Social  Security,  increased  by  0.5  percentage  point  over  this  12- 
year  period,  the  program  in  fact  reduced  the  deficit  because  Social  Security  tax 
revenue  increased  by  0.9  percent  of  GDP.  No  other  single  entitlement  program 
increased  by  more  than  0.1  percentage  points  of  GDP  over  this  1 2-year  period.  In  the 
aggregate,  the  entitlements  other  than  Medicare,  Medicaid  and  Social  Security 
declined  from  9.2  percent  of  GDP  in  1980  to  8.7  percent  in  1992,  or  a  0.5 
percentage  point  decline. 

Table  IB  arrays  entitlement  spending  as  a  percentage  of  Gross  Domestic  Product 
(GDP)  in  nominal  dollars  and  as  a  percentage  of  total  Federal  spending. 
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TabtoB 

EntMMiMnts  and  (Mmt  MtandMorir  SpwKlnfl 

As  A  Parcantag*  of  Grosa  Domaatic  Product  (GDP) 

BtcM  Yean  1980  and  1992 

Fiscal  Ya« 
1980 

FlacaiYaw 
1992 

HacalYav 

1992ininu8 

Hacal  Year 

1980 

Madk^ra  and  Medk^M 

1.8% 

3.4% 

1.6% 

Social  Sacurtty 

4.4% 

4.9% 

0.5% 

Low-lncoma  (Excluding  Madicaid  and 
Unsmptoymant  Companaation)' 

1.2% 

1.3% 

0.1% 

Unamptoymant  Companaation 

0.6% 

0.6% 

0.0% 

AgricuKura 

0.1% 

0.2% 

0.1% 

Ratlramant  Othar  Than  Social  Security 

1.2% 

1.1% 

-0.1% 

Other 

1.7% 

0.6% 

-1.1% 

Total 

11.0% 

12.1% 

1.1% 

Total  EntitlenMnt  and  Mandatory  Outlaya  (in 
bUHona  of  doNara) 

«292B 

»711B 

Percentage  of  Total  Federal  Spending 

49.3% 

51.5% 

Total  EntKlement  and  Mandatory  Outlays 
Excluding  Medicare  and  Medicaid  (In  billions  of 
dollars) 

«244B 

«514B 

Percentage  of  GOP 

9.2% 

8.7% 

Percentage  of  Total  Federal  Spending 

41.2% 

37.2% 

r^«-  c»ng'>*«inn*i  Rii<<g«t  OHicA  (CBOt.  Thf  Ecgnpinic  and  Budaet  Outlook:  Fiscal  Years  1994- 

lai 

3.  Uanuary  1993),  Tablea  E-3  and  E-1 1 . 

Major  low-income  prosrami  include:  Aid  to  Families  with  Dependent  Children  (AFDC),  Supplemental  Security 
Income  (SSI),  Food  Stamps,  Child  Nutrition,  Refundable  portion  of  Earned  Income  Tax  Credit,  and  Veterans 
Pensions. 
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Discretionary    ~  Table  IC  shows  that  discretionary  spending  also  declined  as  a 
percentage  of  GDP,  from  10.5  in  1980  to  9.2  percent  in  1992. 


TaUalC 

DiKradonary  Spaming 

As  A  Pwcantaga  of  GniM 

Domwtic  Product  IGOP) 

Hscal  Yaara  1980  and  1992 

Domaatlc 

-1.2 

Oaf  ansa 

+  0.1 

Intemational 

-0.2 

Total 

-1.3 

Sourca:  CBO,  Th?  E^pnffmlc  ^ntf 
Budaet  Outlook:  Rscal  Yaart 

1994-1998  (January  1993).  TaMa 
E-9. 

Within  the  overall  decline,  domestic  discretionary  had  the  most  sustained 
contraction  over  this  12-year  period.  Its  share  of  GDP  declined  by  1.2  percentage 
points.  Defense  increased  by  only  0.1  percentage  point.  International  declined  by  0.2 
percentage  points. 

Figure  I  shows  the  trends  for  these  three  categories  over  the  12-year  period. 


Discretionary  Outlays  As  A  Percentage  of  GDP 
Fiscal    Years    1990-1992 


1900   i9ai 


1383   1904 


1905   1908   1907 

F  i  sea  I  Year 


1900   1909   1990   1991   1992 


□ 


International 


Figure  1 
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Highlights  of  Figure  I  include: 

•  Discretionary  defense  peaked  at  6.5  percent  of  GDP  in  Fiscal  Year  1 986, 
but  by  Fiscal  Year  1982  was  only  0.1  percent  point  of  GDP  above  the 
Fiscal  Year  1980  level  of  5.0%. 

•  Discretionary  domestic  declined  steadily  from  Fiscal  Year  1980  through 
Fiscal  Year  1990.  Then  in  Fiscal  Years  1991  and  1992,  the  percentage 
of  GDP  for  domestic  discretionary  increased  by  0.1  percentage  points 
each  year. 

•  International  declined  at  a  very  slow  rate  over  this  12-year  period. 


What  Besides  Health  Care  Costs  Caused  The  Increase  in  the  Deficit?  --  If  entitlement 
spending  other  than  health  and  discretionary  spending  decreased  by  a  total  of  1 .8 
percent  of  Gross  Domestic  Product  between  Fiscal  Years  1980  and  1992  (-0.5  for 
entitlements  other  than  health  and  -1.3  for  discretionary),  what  besides  health  care 
costs  caused  the  increase  in  the  deficit? 

Table  ID  below  shows  that  the  net  deficit  increase  of  2.1  percent  of  Gross 
Domestic  Product  from  1980  to  1992  was  made  up  of  three  items:  general  tax  cuts, 
increased  costs  for  IVIedicare  and  IVIedicaid,  and  the  explosion  in  interest  costs.  A 
fourth  factor  in  the  deficit  increase  over  this  1 2-year  period  was  the  cost  of  deposit 
insurance.  Because  Congress  did  not  enact  the  appropriation  requested  for  Fiscal  Year 
1992,  outlays  were  only  $2.6  billion  in  Fiscal  Year  1992.  In  contrast,  cumulative 
outlays  over  the  preceding  four  fiscal  years  were  $156.4  billion. 
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TabtoD 
SourcM  of  htcTMM  in  Dofidt  As                                               Factors 
A  Parcsntago  of  UUP                                                Changins 
From  2.8%  in  1980  to                                                Defidt 
4.9%  in  1992                                                        (-i-)or(-) 

Causa  1:  Nat  Tax  Dacraaaa,  Primarily  General  Revenues 

+  1.9% 

Cause  2:  Medicare  and  Medicaid  Spending  Increase 

+  1.6% 

Causa  3:  Net  Interest  Spending  Increase 

+  1.4% 

TOTAL  DEFICIT  INCREASE 

+4.9% 

OFFSETS  TO  DEFICIT  INCREASE                                                                                                                              | 

Net  Social  Security  (Spending  Increase  of  0.5  %  Minus  Tax  Increase  of  0.9  %) 

-0.4% 

Net  Entitlement  Spending  Decrease  (Excludes  Social  Security.  Medicare,  and 
Medicaid) 

-1.1% 

Net  Discretionary  Spending  Decrease 

-1.3% 

TOTAL  OFFSETS 

-2.8% 

Net  Increase  in  the  Deficit 

2.1% 

Note:  Detai  may  not  add  to  totals  due  to  rounding.                                                                                        \ 

Budgetary  Focus  on  Deficits  Undermining  Capital  Investment  and  Economic  Growth 

Over  the  past  fifteen  years,  macroeconomic  and  economic  growth 
considerations  have  been  subordinated  to  efforts  to  restrain  the  Federal  deficit.  The 
result  has  been  the  effective  abandonment  of  standard  fiscal  tools  of  the  Federal 
government  to  affect  the  economy.  It  has  also  led  to  an  under-investment  in  areas 
that  could  stimulate  economic  growth — the  decline  in  spending  for  infrastructure  is  a 
prime  example.  Table  IE  shows  the  Federal  spending  for  major  capital  investment  as 
a  percentage  both  of  total  Federal  spending  and  of  GDP. 
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TahtoE 

Fwtar^  apmAifl  for  non-D«fanM  maior  physiol  capitil  bivMtnMnt  m  a  pwcantao* 

of  Gron  Domectic  Product  (GOP)  and  tha  Fadarai  dafldt  (or  aurpkia) 

aa  a  oarcantaga  of  Groaa  Domoatic  Product 

Hacai 

hifraatiuctura 
Fadarai  Spamfng 

Infraatnictura 

Aa  aParcantaga 

of  GDP 

Dafidt 

Aa  a  Parcantaga 

of  GDP 

1961-70 

5.49 

1.05 

-0.84 

1971-80 

5.19 

1.08 

-2.37 

1981-90 

3.74 

0.87 

-4.22 

Snurcm:  OMB.  Budoai  of  tlw  United  States  Government:  Fiscal  Year  1993.  Suoolement  IFebruarf 

1992).  Part  Fhia.  Tabh  1.3  and  9.2,  pp  18, 109. 

Table  IE  shows  that  U.S.  Government  infrastructure  Investment  was  a  fairly 
constant  percentage  of  GDP  during  the  1960  and  1970's,  but  dropped  significantly 
in  the  1980's.  This  decline  occurred  despite  the  well-documented  need  for  increased 
spending  in  this  area,  estimated  by  the  Congressional  Budget  Office  (CBO)  at  a 
shortfall  of  $240  billion  by  the  end  of  the  century.'  During  the  same  period,  the 
deficit  as  a  percentage  of  GDP  nearly  doubled  from  the  rate  for  the  previous  decade, 
it  would  appear  that  the  deficit  had  a  direct  depressing  effect  on  physical  capital 
investment. 

The  end  of  the  Cold  War  highlights  the  conflict  between  deficit  reduction  and 
government  policies  to  stimulate  growth.  Ironically,  the  triumph  of  the  market 
economy  over  planned  economies  coincides  with  the  failure  of  the  United  States,  the 
leading  market  economy  in  the  world,  to  bring  its  governmental  deficit  under  control. 
In  addition,  the  preoccupation  with  the  deficit  may  cause  the  United  States  to  miss 
a  tremendous  opportunity  to  increase  its  productivity  and  competitive  position  in 
world  markets.  This  opportunity,  the  transition  to  a  post-Cold  War  economy,  requires 
that  the  U.S.  to  retool  the  defense  technological  base  to  strengthen  our  position  in 
world  markets  for  civilian  high  technology  products  and  not  simply  to  throw  it  away 
to  achieve  near-term  savings. 

To  a  significant  extent,  the  technological  advances  in  the  past  half  century  have 
come  out  of  defense:  communications  intelligence  and  thermonuclear  weapons 
development  spurred  development  of  automatic  data  processing:  military  aviation 
enabled  commercial  jet  aviation;  and  avionics  spawned  solid  state  electronics.  As  we 
down-size  the  military  establishment,  neither  our  governmental  structure  nor  our 


Congressional  Budget  Office,  Public  Infrastnicture:  Policy  Considerations  for  the  19g0'g  (April  1983). 
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current  budgeting  system  will  direct  sufficient  resources  to  sustain  technological 
advances  at  an  internationally  competitive  level. 

Defense  research  and  development  remains  a  significant  component  of  our  total 
research  effort.  Figure  2  shows  the  Federal  government  defense  and  non-defense 
research  and  development  expenditures  from  Fiscal  Year  1 949  through  the  President's 
request  for  Fiscal  Year  1992. 


Outlays  for  Research  &  Development 

as  a  %  of  GNP.    1949  -  1992 
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,•**.. 
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-^        y-y^ 

0  1    1     1     1    1     1     1     1    1     1     1    1     1    1     1     !     1    1     1   T   I    I    I    1     1     1    1     1     1    1     1     I    1     1     1     1     1     1     1     1     1    I     1     1 

■M        -e»        -BO        -ee        -ro         ts        -m        -m         m 

National  Defense      NowJefenee             "fctel 

Souree:  PreeMenl'a  FY  1992  Budget 
Qraphlcai   Chambers  Aseoclalee  Inc. 

Figure  2 


Short-Term  Focus  and  inadequate  Accounting  System 

The  Federal  budget  primarily  focuses  on  the  pending  fiscal  year,  which  is  called 
the  budget  year.  Although  the  0MB  budget  estimates  include  projections  of 
anticipated  spending  and  revenue  for  the  four  years  after  the  budget  year,  and 
congressional  budget  resolutions  typically  cover  the  budget  year  and  the  succeeding 
two  years,  the  focus  is  the  budget  year. 

This  preoccupation  with  the  budget  year,  which  has  been  institutionalized 
through  devices  such  as  automatic  reductions  if  the  deficit  is  projected  to  exceed  a 
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certain  level,  leads  to  many  short-sighted  decisions  designed  to  keep  spending  down 
in  the  budget  year  even  at  the  expense  of  higher  outlays  in  the  out-years. 

Cash-based  financial  management  reinforces  the  political  incentives  to  focus  on 
immediate  spending  decisions  rather  than  the  long-term  costs  and  benefits  of 
government  activities.  A  second  way  in  which  current  budgetary  accounting  distorts 
economic  decision-making  is  the  treatment  of  federally-financed  physical  capital  as  a 
current  expense. 

Need  for  a  Capital  Budget 

Capital  budgeting  would  create  a  framework  in  which  the  long-term  implications 
of  public  resource  allocation  could  be  measured.  There  are  four  justifications  for  a 
capital  budget. 

The  most  fundamental  justification  for  a  Federal  capital  budget  is  to  help  policy 
makers  weigh  the  long-term  costs  and  benefits  of  spending  decisions.  While 
president's  budgets  often  contain  excellent  budget  arrays  which  separate  investment 
and  R&D  funding  from  other  types  of  spending,  neither  in  the  budgets  themselves  nor 
in  the  congressional  review  of  the  budgets  are  there  separate  systematic  reviews  of 
spending  requests  which  have  the  potential  to  increase  our  productive  capacity. 
Instead,  both  0MB  and  the  appropriations  subcommittees  conduct  budget  reviews  by 
department  and  agency  that  do  not  distinguish  between  consumption-oriented  and 
investment-oriented  spending.  With  a  capital  budget,  the  General  Accounting  Office 
(GAO)  concludes: 

"Policy  decisions  on  the  desired  balance  between  spending  for  short- 
term  consumption  needs  (operating  expenses)  and  spending  for  long- 
term  infrastructure  and  productivity-enhancing  needs  (capital 
investments)  could  be  made  on  the  basis  of  clearly  displayed  budget 
information."* 

Capital  budgeting  would  help  quantify  the  commonly-held  belief  that  public 
investment  is  a  worthwhile  activity.  The  Congressional  Budget  Office  has  concluded 
that  "carefully  chosen  federal  investments  in  physical  infrastructure  such  as  highway 
and  aviation  projects  would  yield  economic  rates  of  return  higher  than  the  average 
return  on  private  capital."^  CBO  also  found  limited  evidence  that  "federal  funding  of 
certain  types  of  research  in  certain  areas  offers  significant  economic  benefits." 


U.S.,  General  Accounting  Office,  Managing  the  Cost  "f  nnv^mm^nf  Proposals  for  Reforming  Federal 
BudgeUng  Practices.  GAO/AFMD-90-1  (October  1989),  p.  15. 

U.S.,  Congressional  Budget  Office,  How  Federal  Spending  for  Infrastructure  and  Other  Public  Investments 
AffecU  the  Economy  (July  1991),  p.  xv. 
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Health,  agricultural,  and  both  basic  and  academic  science  and  engineering  research, 
CBO  concluded,  "appear  to  offer  significant  economic  benefits.'* 

At  least  37  states  have  either  a  capital  budget  as  a  part  of  their  overall  budget 
or  as  a  separate  budget.'  The  fact  that  most  states  have  recognized  the  value  of  a 
capital  budget  provides  further  justification  for  a  Federal  capital  budget.  State  capital 
budgeting  practices  differ  markedly  among  each  other  and  also  from  private  sector 
accounting  practices. 

For  example,  in  the  private  sector,  investment  typically  is  not  charged  as  a 
current  expense.  The  current  expense  is  depreciation  on  current  and  past  investment. 
While  there  is  no  immediate  political  pay-off  to  show  charges  for  depreciation  as 
outlays  in  a  public  budget,  GAO  notes  the  current  clean-up  problem  in  the  U.S. 
nuclear  weapons  production  facilities  as  an  example  of  the  cost  of  failing  to  account 
for  depreciation.* 

No  State  budget  currently  includes  imputed  deprecfation.*  Until  validated 
public  sector  depreciation  estimation  techniques  can  be  developed,  the  Federal 
government  should  emulate  state  practice  in  implementing  capital  budgeting  and  not 
include  depreciation  estimates. 

There  are  other  limitations  to  current  state  capital  budgeting  practices.^"  First, 
there  is  no  statutory  definition  of  capital  in  any  State.  In  19  states,  an  asset  is  capital 
only  if  its  life  will  fit  with  the  maturity  date  of  the  bonds  that  finance  it.  Real  property 
may  be  included  if  its  cost,  anticipated  service  life,  or  size  exceeds  some  arbitrary 
threshold.  The  second  limitation  is  that  these  capital  budgets  are  limited  in  scope. 
Approximately  13  states  combine  capital  budgets  with  other  budgets.  Probably 
because  balanced  budget  requirements  are  nearly  universal,  these  combined  budgets 
typically  include  only  capital  financed  from  general  revenues,  dedicated  revenue,  or 
specified  funds.  Twenty  states  with  capital  budgets  do  charge  their  capital  and/or 
operating  budgets  with  interest-and-principal  payments  on  capital  debt,  but  most 
states  do  not  count  capital  financed  with  state  borrowing. 


Ibid.,  p.  xvl. 

GAO,  MflTti^lf  Th*  Co»*  °f  Government,  p.  11. 

M'Ttifg  tt>»  Cort  Cff  Gove^qient.  pp.  12-13. 

Henry  Thomauen,  'Capital  Budgeting  For  A  Sute,'  Public  Budgeting  and  Finance.  Vol.  10,  Number  4  (Winter 
1990),  p.  85. 

These  limitations  are  described  in  Tbomassen,  'Capital  Budgeting  For  A  State,'  pp.  72-73. 
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The  third  justification  for  a  capital  budget  is  also  the  oldest  one.  A  capital 
budget  smoothes  expenditures  and  thus  eliminates  swings  in  taxation  necessary  to 
finance  investment.  This  argument  which  was  made  back  in  1943  by  James 
Maxweir\  remains  relevant,  although  it  has  more  validity  for  State  and  local 
budgets  than  for  the  Federal  budget.  The  size  of  the  Federal  budget  makes  it  difficult 
to  conceive  of  specific  projects  that  would  have  a  significant  impact  on  total  spending 
in  any  given  year. 

The  fourth  justification  for  a  capital  budget  is  that  a  more  realistic  measure  of 
the  Federal  deficit  could  be  calculated.  As  Eisner  notes,  when  the  private  sector 
invests  in  new  plant  and  equipment,  it  is  not  charged  off  as  a  current  expense. 
Instead,  only  the  depreciation  is  charged  as  a  current  expense.  If  the  Federal 
government  followed  this  practice,  the  deficit  would  be  much  smaller. ^^ 

A  capital  budget  would  allow  consumption  spending  to  be  distinguished  from 
capital  spending.  The  former  does  not  increase  productivity,  while  the  latter  has  the 
potential  to.  From  that  premise,  it  follows  that  capital  outiays  may  be  less  harmful 
in  terms  of  the  deficit  than  consumption  outiays.^^ 

This  article  does  not  claim  that  a  capital  budget  would  reduce  the  Federal 
deficit.  For  more  than  two  decades,  the  Federal  budget  deficit  has  an  intractable 
problem.  There  is  now  a  long  history  of  masking  the  magnitude  of  the  problem  with 
budgetary  "blue  smoke  and  mirrors."  If  a  capital  budget  were  to  be  implementedas 
a  way  to  reduce  the  deficit,  the  concept  would  be  seen  as  just  another  budget  game. 
The  importance  of  a  capital  budget  to  deficit  reduction  is  not  an  immediate  reduction 
in  the  deficit  due  to  depreciation  write-offs  instead  of  expensing  investment,  which 
we  do  not  recommend.  Instead,  the  importance  of  a  capital  budget  is  the  ability  to 
focus  Federal  spending  in  ways  that  increase  economic  growth,  which  would  help 
reduce  the  deficit  over  the  long  term. 

A  budget  presentation  that  allowed  policy  makers  to  distinguish  between 
consumption  and  investment  decisions  would  be  a  vast  improvement  over  current 
practices. 


James  A.  Maxwell,  "Tht  Capital  Budget,  '  Quarterly  Journal  of  Economici.  57  (1943).  Cited  in  Ibij.,  p.  81 . 

Robert  Eisner,  How  Real  Is  The  Federal  Deficit  (New  York:  The  Free  Press,  A  Division  of  Macmillan.  Inc., 
1986),  p.  30. 

The  GAO  makes  this  distinction.   See:  CAO,  Managing  The  Cost  of  ftnvgmment.  p.  1 1. 
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Incoma  Replacement  Budget 

In  addition  to  a  capital  budget,  the  Federal  government  should  also  develop  a 
separate  income  replacement  budget  for  non-means-tested  retirement  and  disability 
programs  as  well  as  Unemployment  Compensation.  This  budget  would  include  the 
cost  of  statutory  commitments  that  the  Federal  government  has  made  to  its  citizens 
to  provide  income  replacement  when  earnings  capacity  declines  due  to  age,  disability, 
or  unemployment.  In  general,  these  benefits  are  tied  to  wages.  These  benefits  are 
not  welfare  payments  because  applicants  need  not  prove  need  to  claim  these  benefits. 
The  Federal  government's  obligation  to  pay  these  benefits  is  not  contractual  although 
it  is  often  viewed  as  such  by  beneficiaries.  Instead  the  obligation  is  a  political  one. 

The  largest  program  in  the  Income  Replacement  Budget  is  Social  Security. 
Although  Social  Security  has  been  by  law  removed  from  the  budget,  the  presentation 
still  includes  Social  Security  in  the  totals.  The  summary  table  for  the  last  budget 
projection  issued  by  the  0MB  under  the  Bush  administration  did  not  even  say  that 
Social  Security  was  off-budget.^*  The  Clinton  Administration's  initial  budget 
presentation,  A  Vision  of  Change  for  America,  also  did  not  identify  Social  Security  as 
an  off-budget  activity. ^^  The  statutory  requirement  that  Social  Security  be  off- 
budget  has  typically  been  honored  more  in  the  breach  than  in  the  observance, 
notwithstanding  the  following  statutory  provision: 

Subtitle  C-Social  Security 

"Sec.  13301.  Off-Budget  Status  of  OASDI  Trust  Funds. 

(a)  Exclusion  Of  Social  Security  From  All  Budgets. -Notwithstanding  any 
other  provision  of  law,  the  receipts  and  disbursements  of  the  Federal 
Old-Age  and  Survivors  Insurance  trust  Fund  and  the  Federal  Disability 
Insurance  Trust  Fund  shall  not  be  counted  as  new  budget  authority, 
outiays,  receipts,  or  deficit  or  surplus  for  purposes  of~ 

(1)  The  Budget  of  the  United  States  Government  as 
submitted  by  the  President, 

(2)  the  congressional  budget,  or 


See  the  first  table  in:  U.S.,  Office  of  Management  and  Budget,  Budget  Baselineg.  Historical  Data,  and 
Alternatives  for  the  Future  (Washington:  Government  Printing  Office,  January  1993),  Table  4.1,  p.  4S. 

U.S.,  Office  of  Management  and  Budget,  A  Vision  of  Change  for  America  (Washington:  Government  Printing 
Office,  February  17,  1993). 
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(3)       the  Balanced  Budget  and  Emergency  Deficit  Control 
Act  of  1985."" 

The  following  passage  from  the  1 992  CBO  annual  report  gives  some  insight 
into  why  the  off-budget  status  of  Social  Security  is  effectively  ignored: 

"Policy mailers  and  voters  have  long  considered  Social  Security  special. 
The  program  collects  payroll  taxes  from  workers  and  interest  on  its 
investments  in  Treasury  securities,  and  pays  benefits  to  retirees,  the 
disabled,  and  some  of  their  dependents.  In  isolation.  Social  Security  runs 
a  surplus  because  its  earmarlced  income  exceeds  current  benefits  and 
administrative  costs.  Legislation  adopted  in  1983  formally  placed  Social 
Security  off-budget.  Since  that  time,  both  CBO  and  the  Office  of 
Management  and  Budget  have  presented  Social  Security  totals 
separately,  while  continuing  to  stress  the  usefulness  of  a  total, 
comprehensive  budget.... The  on-budget  deficit  has  no  useful  economic 
meaning.  Any  number  that  ignores  about  one-fourth  of  the 
government's  taxes  and  one-fifth  of  its  spending-Social  Security's 
contributions  to  the  totals-is  sorely  defective."^' 

While  advocates  of  the  unified  budget  effectively  ignore  statutory  provisions 
that  alter  the  concept,  they  also  ignore  some  of  the  1967  Commission's  findings  that 
deal  with  the  special  status  of  trust  funds. 

"The  budget  should  include  the  receipts  and  expenditures  of  trust  funds. 
This  recommendation  fully  recognizes  that  individual  trust  funds  must  be 
accounted  for  separately,  and  that  their  activities  must  be  reported  on 
in  a  way  which  allows  the  identity  and  integrity  of  trust  fund 
transactions  and  balances  to  be  preserved.""  [Emphasis  added.] 

"In  recent  decades,  considerable  significance  has  been  attached  to  the 
difference  between  the  Federally  owned  funds  included  in  the 
administrative  budget,  and  the  trust  funds  which  were  excluded.  In 
theory,  trust  funds  do  not  belong  to  the  Federal  Government:  ttte  Federal 
Government  acts  only  as  trustee  for  them.  Old-age  and  survivors 
insurance,  unemployment  insurance.  Federally  aided  highway 
construction,  medicare,  and  civil  service  retirement  represent  some  of 


Section  13301  of  the  Omnibus  Budget  Recoociliation  Act  of  1990. 

U.S.,  Congretsional  Budget  Office,  The  Economic  and  Budget  Oudook:  Fiscal  Years  1993-1997  Oanuarv 
1992V  OP.  33-34. 

rommimrinn  on  Budget  Conceots.  p.  26. 
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the  important  and  sizable  programs  handied  through  trust  funds,  rather 
than  tlirough  Faderaily  owned  funds. "^'  [Emphasis  added.] 

A  separate  income  Replacement  Budget  would  meet  the  concern  for  a 
comprehensive  budget  expressed  so  well  in  this  quotation  from  the  CBO  report  since 
the  spending  and  revenue  totals  from  the  Income  Replacement  Budget  could  be 
combined  with  the  totals  from  the  rest  of  the  budget  to  arrive  at  comprehensive 
totals.  At  the  same  time,  a  separate  Income  Replacement  budget  would  allow  the 
segregation  of  Social  Security  trust  fund  assets  from  the  rest  of  the  budget. 

As  the  following  passage  from  the  Commission's  report  shows,  it  did  not 
oppose  separate  accounting  for  trust  funds: 

"The  Commission  does  not  recommend  eliminating  the  concept  of 
separate  trust  fund  accounting,  in  many  instances,  in  fact,  it  sees  merit 
in  earmarlung  specific  revenue  sources  for  well-defined  programs  of  a 
long-run  character.  The  need  to  respect  the  integrity  of  trust  funds,  and 
the  requirements  of  control  and  accountability,  in  turn  require  the 
continued  availability  of  trust  fund  receipt  and  expenditure  figures 
separate  from  those  of  other  funds. "^^  [Emphasis  added.] 

While  the  Commission  supported  separate  accounting  for  trust  funds,  it  did  not 
suggest  a  separate  trust  fund  budget  as  the  following  passage  from  its  report  shows: 

''[T]he  Commission  believes  that  the  principal  significance  of  trust  funds 
for  program  decisions  lies  in  an  analysis  of  receipts  and  expenditures 
(cost  and  benefits)  of  the  individual  funds  rather  than  in  the  totals  for  all 
trust  funds  combined,  or  the  totals  for  Federally  owned  funds  excluding 
trust  funds. "^^ 

The  income  Replacement  Budget  recommended  here  would  not  be  a  trust  fund 
budget.  Some  trust  funds  would  be  excluded,  and  some  general  funds  would  be 
included.  Instead,  the  Income  Replacement  Budget  would  be  a  way  to  analyze  in  one 
place  the  dedicated  revenue  and  the  spending  for  programs  that  represent  statutory 
obligations  to  workers. 

The  Income  Replacement  Budget  would  also  separate  the  retirement  trust  funds 
for  the  Federal  government's  own  employees  from  the  rest  of  the  budget.  This  would 


"  Commistion  on  Budget  Concepta.  p.  26. 
"  CommiMion  on  Budget  Concepta.  p.  27. 
"       Commission  on  Budget  Concepts,  p.  27. 
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make  Federal  budgetary  practice  conform  more  to  both  private  and  state  government 
practice.  Typically,  state  budgets  include  a  trust  fund  budget  for  the  pension  plans 
for  its  own  employees.  The  Employment  Security  Retirement  Act  of  1974,  which 
regulates  most  private  sector  pension  plans,  requires  that  retirement  fund  assets  be 
segregated  from  the  rest  of  a  firm's  operations  and  that  plan  assets  not  be  diverted 
for  any  purpose  other  than  payment  of  benefits  and  reasonable  administrative  costs. 

The  Income  Replacement  Budget  would  not  be  a  way  to  insulate  the  program 
from  budget  discipline.  The  benefits  of  current  and/or  future  recipients  could  be 
altered,  as  the  House  Budget  Committee  recommended  in  the  Budget  Resolution  for 
Fiscal  Year  1994.  In  addition,  transfers  from  general  funds,  except  for  interest,  would 
be  subject  to  cuts.  These  transfers  would  be  made  as  outlays  from  the  operating 
budget,  which  is  the  residual  budget  after  the  Capital  Investment  and  the  Income 
Replacement  Budgets  are  separated  out. 

Overview  of  a  Restructured  Budget 

The  fiscal  policies  of  the  last  decade  have  left  a  legacy  of  debt  and  deficits 
which  have  impeded  economic  growth,  and  the  situation  is  in  fact  much  worse  than 
is  generally  known.  The  challenge  is  to  lay  bare  the  true  nature  and  extent  of  the 
deficit,  end  the  budgetary  gimmickry  that  has  helped  create  the  current  crisis,  and  set 
spending  and  revenue  policies  on  a  path  that  will  lead  to  an  end  to  the  unwise  and 
foolish  practice  of  borrowing  to  finance  current  consumption.  At  the  same  time,  it  is 
imperative  that  the  nation  invest  in  its  future,  in  the  human  and  physical  capital  that 
will  stimulate  productivity  and  economic  growth.  The  budget  must  become  a  tool  that 
leads  to  sound  decision  making  on  federal  fiscal  policy. 

Ta  accomplish  this  goal,  the  unified  budget  should  be  divided  into  three  discrete 
budgets: 

■  A  Capital  Investment  Budget  which  reflects  investments  for  the  future 
and  includes  expenditures  for  programs  and  activities  which  have 
multiple-year  life  and  raise  future  productivity. 

■  An  Income  Replacement  Budget,  which  reflects  the  nation's  past 
commitments  made  to  workers  and  includes  Social  Security  and 
Medicare,  Federal  Employee  Retirement  programs,  and  the 
Unemployment  Insurance  System. 

■  An  Operating  Budget  which  contains  all  other  programs  and  activities 
and  reflects  current  consumption  by  the  federal  government. 

Each  of  these  budgets  is  described  in  detail  in  Sections  ll-IV,  while  Section  V 
summarizes  the  changes. 
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SECTION  II.  CAPITAL  INVESTMENT  BUDGET 

The  failure  of  the  budget  to  make  the  critical  distinction  between  capital 
investments  and  operating  expenses  hampers  and  complicates  economic  decision 
making.  Neither  the  President  nor  the  Congress  have  had  the  ability  to  identify  and 
set  in  policy  the  needed  balance  between  spending  for  short-term  consumption  and 
spending  for  long-term  investments  which  provide  basic  infrastructure  and/or  enhance 
productivity. 

In  identifying  the  appropriate  governmental  activities  to  be  included  in  the 
Capital  Investment  Budget,  this  paper  draws  from  the  extensive  analysis  of  the 
Government  Accounting  Office  (GAO),  which  strongly  supports  a  capital  budget.  The 
approach  outlined  in  this  article  differs  somewhat  from  the  current  thinking  of  the 
General  Accounting  Office.  GAO's  latest  iteration  of  budget  restructuring  would 
create  four  budgets:  general,  trust,  enterprise,  and  investment.  Each  of  these  four 
budgets  would  have  an  operating  and  capital  component.  The  criteria  for  inclusion 
in  the  GAO  investment  budget  is  whether  it  is  a  tangible  or  intangible  asset  that  will 
produce  future  output  and  income. 

In  contrast,  GAO's  previous  definition  of  capital  includes  both  federal  capital, 
such  as  federal  office  buildings,  defense  weapons,  and  developmental  capital,  such 
as  loans,  grants  for  infrastructure,  research  and  development,  and  education  and 
training.  The  purpose  for  this  distinction  is  to  separate  federal  outlays  acquired  for 
operating  the  government  from  outlays  that  are  made  to  promote  economic  growth. 
While  the  GAO  concept  is  interesting,  it  is  very  complex  and  amounts  to  the 
substitution  for  one  unified  budget  of  eight  separate  budgets.  For  that  reason,  this 
paper  does  not  recommend  adoption  of  the  GAO  model,  although  there  are  many 
similarities  between  this  proposal  and  the  GAO  model."  The  Office  of  Management 
and  Budget  has  not  supported  establishment  of  a  federal  capital  budget,  although  it 
develops  capital  outlay  estimates  that  are  utilized  in  this  paper. 

The  Capital  Investment  Budget  (CIB)  proposed  here  will  report  both  capital 
revenues  and  capital  investments.  Capital  revenues  include  all  taxes  and  user  fees 
which  are  earmarked  by  law  to  finance  specific  capital  investments.  Capital  revenues 


The  formal  GAO  proposal  is  included  in:  U.S.,  General  Accounting  Office,  Managing  The  Cusi  ■'! 
Government:  Proposals  For  Reforming  Federal  Budgeting  Practices.  GAO/ AFMD-90- 1  (October  \9»<i) 
Current  GAO  thinking  on  this  issue  is  contained  in  a  September  1992  discussion  memorandum  thai  ha»  h*<n 
circulated  to  a  small  number  of  academics.  The  most  recent  public  GAO  position  was  included  in  the  tesiimnnv 
of  Paul  L.  Posner,  Director  of  Budget  Issues,  Accounting  and  Financial  Management  Division.  Gcrwr^i 
Accounting  Office,  before  the  Subcommittee  on  Legislation  and  National  Security,  Committee  on  Goven.i:.r:ii 
Operations,  U.S.  House  of  Representatives  (July  23,  1992). 
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also  include  loan  interest  and  principal  repayments  and  interest  paid  by  the  Treasury 
on  securities  held  by  capital  trust  funds. 

Capital  investments  include  the  subsidy  cost  of  loans  which  increase 
investment.  This  is  consistent  with  the  credit  reform  enacted  by  the  Congress  in 
1990  and  is  the  treatment  currently  recommended  by  the  GAO. 

The  treatment  of  depreciation  in  the  CIB  will  differ  from  private  sector  practice 
in  a  fundamental  way.  The  private  sector  typically  integrates  accrual  accounting, 
including  depreciation,  into  its  financial  management  system.  In  contrast,  the  U.S. 
government's  financial  management  system  is  on  a  cash  basis.  The  reason  for  this 
is  that  the  Congressional  appropriations  process  exerts  its  control  over  executive 
branch  spending  at  the  point  of  obligation  of  funds.  An  executive  branch  official  who 
obligates  funds  for  which  there  is  not  a  congressional  appropriation  is  in  violation  of 
the  Anti-Deficiency  Act  of  1905.  The  Anti-Deficiency  Act,  which  prescribes  criminal 
penalties  for  violation,  is  a  codification  of  the  long-standing  Anglo-American  tradition 
of  legislative  control  over  appropriations. 

The  total  integration  of  accrual  accounting,  including  depreciation,  into 
executive  branch  financial  management  could  weaken  the  control  through  the 
obligations  process,  and  would  precipitate  strenuous  opposition.  For  that  reason, 
appropriations  should  continue  to  be  on  a  cash  basis  and  accrual  measurements, 
including  depreciation,  should  be  part  of  the  budget  presentation,  but  not  the  basis 
for  appropriations  actions  or  financial  management. 

Nevertheless,  a  depreciation  schedule  should  be  developed  and  subtracted  from 
the  total  of  all  capital  investments,  resulting  in  the  net  capital  investment  amount. 
The  amount  by  which  net  capital  investments  exceed  capital  revenues  has  been 
termed  by  GAO  as  "capital  financing  requirements."  GAO  uses  this  term,  rather  than 
"capital  deficit"  in  order  to  reflect  the  fact  that  the  government  is  financing  a  capital 
asset  which  has  value  and  will  produce  a  stream  of  benefits  in  the  future.  As  noted 
previously,  this  schedule  should  not  be  applied  to  the  capital  budget  until  validated 
depreciation  estimates  are  developed.  This  will  require  the  valuation  of  Federal  assets 
that  would  be  subject  to  depreciation,  and  the  development  of  agreed-upon 
depreciation  rates.  The  development  of  public  sector  depreciation  rates  in  theory 
should  be  easier  than  the  private  sector  in  which  depreciation  estimates  are  affected 
by  the  tax  code.  In  contrast,  the  valuation  of  current  public  assets  will  be  extremely 
difficult.  It  is  crucial  to  the  development  of  capital  budgeting  that  this  effort  not 
become  tied  up  with  budgetary  politics  about  the  deficit. 

The  guiding  principals  used  in  determining  which  programs  and  activities  are 
capital  assets  which  should  be  included  in  the  Capital  Investment  Budget  can  be 
summarized  in  the  following  questions: 
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What  haa  multiple  year  life? 

What  raisea  future  productivity? 

The  answers  to  these  questions  has  led  us  to  identify,  in  addition  to  the 
physical  capital  which  GAO  included  in  its  capital  budget,  options  to  include  research 
and  development  (R&D)  activities  (both  defense  and  civilian)  and  human  capital 
investments,  such  as  education  and  training,  all  of  which  GAO  excluded  from  its  initial 
1 989  recommendation  capital  budget,  although  it  is  currently  considering  the  inclusion 
of  many  of  these  items  in  its  investment  budget.  At  the  same  time,  it  has  led  us  to 
exclude  defense  procurement  because  it  fails  to  meet  the  test  of  raising  future 
productivity.  Defense  weapon  systems  and  related  equipment  in  the  concept 
developed  for  the  Capital  Investment  Budget  can  be  compared  to  consumer  durable, 
not  to  capital  investment. 

Most  States  currently  have  separate  capital  and  operating  budgets.  Typically, 
the  capital  budget  is  financed  through  the  issuance  of  long-term  debt  instruments  and 
through  dedicated  revenue  sources,  particularly  user  fees.  The  operating  portion  of 
State  budgets,  including  the  cost  of  servicing  the  debt  of  the  capital  budget  is  the  part 
of  State  budgets  that  is  typically  subject  to  statutory  or  state  constitutional  balanced 
budget  requirements.  An  important  distinction  between  the  proposed  CIB  and  State 
and  local  government  capital  budgets  is  that  the  CIB  would  be  a  vehicle  to  facilitate 
decisions  on  the  appropriate  level  of  public  investment,  while  State  and  local  capital 
budgets  primarily  reflect  financing  mechanisms. 

There  will  be  substantial  political  pressure  from  congressional  authorizing 
committees  and  from  interest  groups  to  include  their  favored  programs  in  the  CIB. 
The  presumption  will  be  that  inclusion  in  the  CIB  might  make  a  program  immune  from 
cuts  and  garner  support  for  increased  funding.  Such  a  presumption  would  be  false 
if  the  programs  in  the  CIB  are  assessed  in  terms  of  rate  of  return.  That  is  the  criteria 
used  in  the  private  sector  in  making  investment  decisions.  Unfortunately,  this  criteria 
is  seldom  applied  in  Federal  government  investment  decisions  because  meaningful  rate 
of  return  estimates  are  seldom  made.  Using  rate-of-return  as  a  decision  criteria  could 
well  become  an  incentive  against  inclusion  in  the  CIB  of  programs  with  mushy 
objectives  and  no  way  to  assess  effectiveness.  On  the  other  hand,  in  some  areas 
such  as  basic  research  and  development,  rate  of  return  estimates  may  be  impossible 
to  develop. 

In  addition  to  using  the  rate  of  return,  wherever  feasible,  as  a  criteria  to 
determine  whether  an  investment  should  be  undertaken,  we  recommend  that  a 
process  be  created  to  screen  any  additional  programs  that  may  be  proposed  in  the 
ifuture  for  inclusion  in  the  capital  investment  budget.  An  Advisory  Committee 
consisting  of  the  comptroller  general,  the  director  of  the  Congressional  Budget  Office, 
and  the  director  of  the  Office  of  Technology  Assessment  should  be  created  to  advise 
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on  recommendations  for  inclusion  of  new  programs  in  the  Capital  Investmen*  Budget. 
To  avoid  a  constitutional  challenge,  this  committee  should  be  advisory  only." 

The  following  series  of  tables  set  forth  the  proposed  Capital  Investment  Budget 
(CIB).  These  tables  include  Fiscal  Year  1991  actual  expenditures  in  these  areas  and 
estimates  for  1992  and  1993.  (Section  V  of  this  document  includes  a  FY  1994 
baseline  estimate  for  the  CIB.) 

To  keep  the  estimates  comparable  and  because  0MB  updates  the  detailed 
breakdowns  that  are  required  to  construct  these  tables  only  once  a  year,  the  tables 
in  Part  II  use  the  estimates  that  were  included  In  the  Bush  February  1992  budget.  Of 
significance  in  the  current  executive  branch  decision-making  process  is  that  these 
0MB  annual  estimates  are  pulled  together  after  the  President  and  the  0MB  Director 
have  made  the  decision  on  the  budget.  Thus,  they  are  ex  post  facto  informational 
presentation,  not  part  of  the  budgetary  decision  process. 

These  0MB  estimates  contain  a  number  of  program  activities  that  are  part  of 
an  appropriation.  In  contrast,  the  Appropriations  Committees  make  their  decisions 
on  the  basis  of  individual  appropriations  accounts.  If  the  CIB  is  to  become  a  decision- 
making vehicle  rather  than  simply  an  ex  post  facto  informational  presentation,  the 
basic  data  set  will  have  to  be  entire  accounts.  The  alternative  would  be  to  propose 
to  the  Appropriations  Committees  that  they  appropriate  on  a  basis  other  than 
individual  accounts.  It  is  highly  unlikely  that  this  would  be  acceptable  to  those 
committees. 

Physical  Capital  Investment  -  Defense  Related 

Table  HA  sets  forth  National  Defense  Outiays  for  Major  Public  Direct  Physical 
Capital  Investment  as  estimated  by  0MB  in  a  illustrative  capital  budget  that  was 
included  for  comparison  purposes  in  the  Bush  Fiscal  Year  1993  budget  and  as 
proposed  in  the  Capital  Investment  Budget  (CIB). 


The  constitutioiu]  issue  is  that  the  preparation  of  the  Presideot's  budget  is  the  reqwnsibility  of  the  Executive 
Branch,  and  these  three  officials  are  part  of  the  Legislative  Branch.  The  President  cannot  delegate  executive 
reqransibilities  to  the  Congress. 
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TABtf  lA  -  NATIOtlAL  DEFENSE  OUTLAYS 

FOR  MAJOR  nmtlC  DIRECT  PHYSICAL  CAPITAL  MVESTMENT: 

1991  - 1993 

(IN  BOUONS  OF  DOLLARSI 

DapaftRMfit  of  Oaf  anM-Matary 

Atomic  Enargy  and  OHiar  Oafansa          | 

OMB  U.USTRATIVE  PRESENTATION                                                                                                                                                                  | 

Fltcal 
Year 

Totil 

Total 
Oefeni* 

Procurement 

MiHtarv 
Conttruction 

Famly 
Housing 

Total 

Rehab,  of 
Phys. 
Assets 

Major 
Equipment 

1991.... 

87.22 

85.33 

82.06 

2.87 

0.40 

1.89 

1.28 

0.62 

1992  ett 

79.99 

78.03 

73.95 

3.57 

0.51 

1.97 

1.23 

0.74 

1993  est 

74.84 

72.94 

67.26 

5.02 

0.66 

1.90 

1.28 

0.62 

CB  RECOMMENDED  PRESENTATION                                                                                                                                                                J 

1991.... 

4.55 

3.27 

NA 

2.87 

0.40 

1.28 

1.28 

NA 

1 992  ett 

5.30 

4.07 

NA 

3.57 

0.51 

1.23 

1.23 

NA 

1993  est 

6.96 

5.68 

NA 

5.02 

0.66 

1.28 

1.28 

NA 

Source  for  OMB  Uustrat/va  PresanUtfon:  Budget  of  the  United  States  Government 

Fiscal  Year  1993  (January  19921,  Part  Three,  pp.  35-54.                                                                                                                     \ 

The  difference  between  the  OMB  illustrative  presentation  and  the  recommended 
total  for  the  CIB  is  that  the  CIS  excludes  defense  procurement.  The  General 
Accounting  Office  is  currently  reconsidering  its  position  on  defense  procurement  and 
will  in  all  likelihood  exclude  it  from  the  investment  budget  in  its  next  version  of  a 
budget  restructuring.  The  GAO  distinction  under  consideration  is  to  exclude  federally- 
owned  capital  programs  that  have  as  their  principal  purpose  acquisition  of  assets  to 
help  federal  agencies  achieve  their  missions,  unless  the  agency's  mission  is 
investment  in  nature. 

Physical  Capital  Investment  -  Civilian 


Table  IIB  sets  forth  Civilian  Outlays  for  Major  Public  Physical  Capital 
investment.  This  table  includes  direct  federal  investment  as  well  as  investment 
financed  through  grants.  The  estimates  are  those  developed  by  OMB  in  February 
1992  for  the  Bush  budget. 
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Tabla  m  -  COMPOSfnON  OF  NOItHlEFENSE  OUTLAYS 

FOR  MCCT  CAPITAL  MVESTMENT  AND 

FOR  GRANTS  FOR  MAJOR  PUBUC  PHYSICAL  CAPITAL  MVESTMENT: 

1991  - 1993 

Gn  bOkms  of  tMtora) 

Category 

1991 

1992 
est. 

1993 
est. 

MRECT  CAPITAL  MVESTMENT 

W»t»r  »nd  Pow»f  Rro/ects 

Corp*  of  Engineort 

1.69 

1.49 

1.68 

Bureau  of  Reclamation 

0.67 

0.87 

0.50 

BortneviHe  and  other  power 
marketing  agende* 

0.18 

0.27 

0.38 

TVA 

1.31 

1.47 

2.16 

Nudear  and  other 

0.86 

0.97 

1.08 

Othtf 

6.14 

8.03 

7.93 

Acquisition  of  major  equipment 

5.48 

6.14 

7.08 

Total:  Direct  Capital  Investment 

16.33 

19.22 

20.80 

GRANTS 

Transportation: 

Highways 

14.20 

15.70 

16.87 

Urban  mass  transportation 
1/ 

3.23 

3.16 

2.90 

Airports 

1.54 

1.56 

1.76 

Other 

... 

... 

• 

18.96 

20.41 

21.53 

Community  and  regional  development: 

Block  grants 

2.98 

3.13 

3.34 

Urban  renewal 

... 

... 

„. 

PubHc  works  acceleration/local 
pubNc  works 

Other 

0.76 

0.86 

0.78 
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Total  communltv  and  regional 
davetopmant 

3.74 

3.99 

4.11 

Natural  rasourcas  and  environment:                                                                    \ 

Pollution  control  facilities 

2.71 

2.54 

2.51 

Other 

0.76 

0.80 

0.79 

Total  natural  raaources  and 
environment 

3.48 

3.34 

3.30 

Other  non-defenae:                                                                                               | 

Education,  training,  employment, 
and  social  services.... 

0.03 

0.06 

0.03 

Health 

... 

... 

... 

Other  functions 

0.22 

0.26 

0.60 

0.25 

0.32 

0.64 

Total,  non-defense 

26.42 

28.06 

29.58 

National  defense  2/ 

0.11 

0.09 

0.02 

Total:  Grants 

26.53 

28.14 

29.60 

GRAND  TOTAL:  DIRECT  AND 
GRAI«1TS 

42.86 

47.37 

50.40 

1  /  Includes  relatively  small  amounts  for  railroads.                                                | 

2/  National  Guard  shelters  and  civil  defense.                                                        | 

Source  for  estimates:  Budget  of  the  U 
Fiscal  Year  1993  (January  1992),  Pan 

nited  States  ( 
t  Three,  pp.  3 

lovemment 
5-54. 

1 

Some  comments  on  Table  IIB  include: 

•  Direct  capital  investment  is  less  than  half  of  investment  financed 
with  grants  to  State  and  Local  governments,  averaging  40  percent 
over  the  three-year  period.  Fiscal  Years  1991-1993. 

•  Within  the  Federal  direct  category,  the  majority  of  the  funding 
goes  for  water  and  power  projects. 

•  Within  the  grant  category,  transportation  accounts  for  the  largest 
percentage  of  grant  funding,  averaging  40  percent  over  the  three- 
year  period.  Fiscal  Years  1991-1993. 
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•  The  education  and  health  funding  included  in  Table  IIB  is  only  for 
investment  in  physical  structures  and  equipment. 

•  The  programs  recommended  for  inclusion  as  public  physical 
capital  investment  in  Table  IIB  match  the  GAO  recommendation 
for  an  investment  budget,  except  that  GAO  excludes  community 
and  regional  development. 

The  treatment  of  community  and  regional  development  funding  is  a  difficult 
choice.  In  recent  years,  the  only  funding  has  been  through  block  grants.  In  general, 
block  grants  should  not  be  included  in  the  CIB  because  by  definition,  it  is  difficult  to 
calculate  rates  of  return  if  funds  are  given  to  states  with  broad  discretion  in  how  they 
will  be  spent.  On  the  other  hand,  there  is  no  question  that  community  development 
block  grants  represent  an  important  way  to  encourage  development  of  infrastructure 
in  urban  areas.  For  that  reason,  even  though  it  is  inconsistent  with  the  criteria  that 
block  grants  not  be  included  in  the  CIB,  we  recommend  the  inclusion  of  community 
development  funding  in  the  CIB  on  the  grounds  that  it  is  used  primarily  for 
infrastructure  investment.  Decisions  made  with  regard  to  future  plans  for  community 
development  funding  should  be  considered  in  making  the  decision  as  to  whether  such 
funding  should  be  included  in  the  CIB. 

Research  and  Develooment  (R&D)  Investment 

Table  IIC  sets  forth  the  composition  of  R&D  Outlays  for  Defense  and  Civilian 
programs  proposed  for  inclusion  in  the  CIB. 
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Tabto  K  -  COMPOSITION  OF  OUTLAYS 

TOR  TIC  CONDUCT  OF  RESEARCH  AND  DEVEUMnMEUrT:  1991  -  1993 

On  bSons  of  dolan) 

Catagory 

1991 

1992 
est. 

1993 
est. 

NMionil  (Mans*:                                                                                                 | 

Department  of  Dafanie... 

35.33 

36.93 

38.91 

Atomic  energy  defense... 

6.34 

7.10 

6.70 

Total  national  defense 

41.67 

44.03 

45.61 

Non-dafens*: 

Genera/  scMnca,  space,  and  technohgy: 

NASA 

6.28 

6.36 

6.75 

NSF 

1.63 

1.84 

2.06 

Atomic  energy  general 
science 

0.83 

0.95 

1.25 

Subtotal:  general  science, 
space,  and  technology 

8.74 

9.15 

10.06 

Bnergy. 

2.50 

3.07 

3.23 

Transportation: 

DOT 

0.33 

0.41 

0.46 

NASA 

0.80 

0.91 

0.96 

Subtotal:  Transportation 

1.13 

1.32 

1.41 

Haalth: 

NIH 

7.26 

7.93 

8.54 

Other 

1.27 

1.49 

1.61 

Subtotal 

8.53 

9.42 

10.16 

Agrlcultura 

0.99 

1.07 

1.12 

Natural  rasourcas  and 
anvlronmant. 

1.32 

1.54 

1.52 

Alothar 

1.09 

1.26 

1.35 

Total  non-defense 

24.30 

26.82 

28.85 

Total  conduct  of  research  and 
development  

65.97 

70.86 

74.46 
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There  are  several  conceptual  problems  In  the  inclusion  of  research  and 
development  in  the  CIB. 

The  first  is  that  basic  research  by  its  very  nature  cannot  be  subjected  to  rate 
of  return  analysis.  Basic  research  is  intended  to  increase  the  Itnowledge  base,  not  to 
result  in  a  identifiable  payoff.  If  the  payoff  is  identifiable,  it  generally  would  be  applied 
research  or  development.  The  0MB  estimate  of  outlays  for  basic  research  in  the 
Fiscal  Year  1993  budget  was  $13.4  billion.^*  Excluding  basic  R&D  from  the  CIB 
creates  a  dilemma.  Basic  R&D  is  an  important  part  of  federal  support  for  technological 
advancement  and  should  lead  to  promising  projects  for  applied  R&D. 

The  second  conceptual  issue  is  how  to  treat  defense  R&D.  GAO's  current 
thinking  seems  to  be  to  exclude  applied  defense  R&D,  which  0MB  estimated  at  $40.3 
billion  in  the  Fiscal  Year  1993  budget  but  to  include  basic  defense  research,  which 
0MB  estimated  to  be  $1.3  billion.  The  GAO  feels  that  defense  applied  R&D  should 
be  excluded  from  investment  because  such  applied  research  is  generally  not 
transferrable  to  a  civilian  application.  Inclusion  of  defense  R&D  in  the  CIB  could  focus 
the  attention  of  Defense  Department  leadership  on  recent  criticisms  that  defense  R&D 
has  become  less  and  less  relevant  to  real  world  applications,  and  could  result  in 
improved  transferability  to  civilian  applications. 

If  the  recommendation  is  adopted  that  defense  procurement  should  not  be 
included  in  the  CIB.  it  would  be  inconsistent  to  include  in  the  CIB  the  applied  R&D  that 
is  undertaiten  prior  to  the  procurement  decision.  On  the  other  hand,  given  the 
demonstrated  historical  pay-off  to  the  economy  of  some  past  defense  R&D,  such  as 
ADP  originally  undertaken  for  purposes  of  communications  intelligence  (COMINT)  and 
atomic  energy,  and  radar  development  for  air  defense,  it  would  appear  incongruous 
to  exclude  it,  while  including  domestic  R&D. 

The  treatment  of  R&D  in  the  CIB  is  an  example  of  the  tortuous  debates  that  can 
be  generated  about  what  programs  are  appropriate  to  include  in  any  type  of  capital 
budget.  One  option  is  to  apply  a  simple,  albeit  arbitrary,  approach  be  followed,  assess 
R&D  requests  for  all  agencies,  including  defense,  against  two  criteria: 

(1)  How  the  R&D  will  help  the  agency  achieve  its  mission,  and 

(2)  How  the  R&D  will  help  economic  growth  and  competitiveness. 

Under  this  approach,  all  Federally-funded  research  and  development  would  be 
included  In  the  capital  budget  and  assessed  as  an  end-product  that  increases  the 
knowledge  base,  not  as  an  investment  that  must  be  followed  by  procurement  of  a 


Source:  OMB,  The  Budget  For  Fiscal  Year  1993.  Table  6-2,  Part  One,  p.  94.   This  is  a  different  breakdown 
of  R&D  spending  than  is  included  in  the  Tables  UC-D. 
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oroduct  Indeed,  a  decision  following  basic  and  applied  research  not  to  procure  does 
not  mean  that  the  investment  was  a  waste.  It  means  that  an  increased  knowledge 
allowed  policy  makers  to  avoid  making  an  unwise  procurement  of  a  capital  good.  This 
rationale  would  support  the  previous  option  not  to  include  defense  procurement  in  the 
CIB,  and  to  include  defense  R&D. 

Clearly  there  may  be  objections  to  subjecting  defense  R&D  to  the  both  the 
agency  mission  and  the  economic  growth  criteria.  While  In  fact.  DOD  over  the.  years 
has  publicized  the  civilian  by-products  of  defense  R&D.  the  Joint  Chiefs  would  likely 
resist  any  erosion  of  the  principle  that  the  budget  allocations  should  be  made  in  terms 
of  each  services'  military  mission.  If  the  services'  opposition  is  too  strong,  an  obvious 
alternative  is  to  exclude  defense  R&D  from  the  CIB. 

Human  Cgpitgl  Investment 

A  major  issue  in  a  capital  budget  is  what,  if  any.  human  resource  programs  to 
Include.  If  state  practice  is  a  guide,  none  should  be  included.  Thomassen  notes  that 
Intangible  capital,  such  as  investment  in  "human"  or  "intellectual  capital  is  not 
included  in  any  state  capital  budgets." 

On  the  other  hand.  GAO  notes  that  many  private  sector  researchers  consider 
many  human  resource  programs  as  an  investment.  In  particular,  most  researchers 
would  categorize  spending  for  education  and  training  programs  as  an  investment. 
On  programmatic  grounds,  however,  there  is  a  basis  for  a  distinction  between  federal 
and  State  and  local  budgetary  treatment  of  education  as  an  '"^«»*'"«"*-^^State  and 
local  governments  finance  most  public  education  in  the  United  States.  The  Federal 
government  funds  elementary  and  secondary  education  essentially  for  two  purposes. 

(1)  to  provide  seed  money  for  innovation,  and 

(2)  to  reduce  funding  disparities  because  of  differing  state  and  local  tax  bases 
j             as  well  as  concentrations  of  disadvantaged  students  with  greater  educational 

needs  In  certain  communities  and  states. 

Clearly,  the  first  purpose  is  a  form  of  investment.  The  second  is  essentially 
based  on  the  assumption  that  there  is  a  national  interest  in  P'°^'d'"9  adeq^a" 
educational  opportunities  for  all  jurisdictions,  regardless  of  I^^'' «*'"9  "^l^^^^f  "^^J'^' 
number  of  students  with  special  needs.  This  can  be  justified  as  a  form  of  public 
investment. 


"      ThomaMen,  "Capital  Budgeting  for  a  Sute,"  p.p.  72-73. 

~       U.S..  Get^ral  Accounting  Office.  H.,^,n  R.«>urce  Pro.rRms  Warranting  Tonsidenirion  A-  Human  C^^^. 


GAO/AFMD-90-52,  p.  4. 
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There  remain,  however,  significant  conceptual  and  measurement  problems  if 
human  resource  programs  whether  education  and  training  or  others  are  included  in  the 
CIB.  The  first  issue  is  to  calculate  rate  of  return.  Particularly,  where  the  Federal 
investment  is  only  part  of  the  cost,  this  poses  significant  methodological  problems. 
The  second  issue  is  to  separate  the  investment  and  consumption  components. 

Table  ilD  sets  forth  the  composition  of  outlays  for  the  Conduct  of  Education 
and  Training  as  proposed  as  an  option  for  inclusion  in  the  CIB. 
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T  Ate  ■>  -  COMPOSITION  OF  OUTLAYS 

HM  THE  CONDUCT  OF  EDUCATION  AND  TRAMMG 

1991  -  1993 

On  bBons  off  dolsre) 

Category 

1991 

1992 
est. 

1993      1 
est.        1 

Olroct  Fedoral  outlay*:                                                                                                                                   I 

Elamantary,  sacondary.  and  vocational 
education.. 

0.86 

0.84 

0.85 

Mghar  education 

12.26 

11.11 

14.08 

0.88 

0.99 

1.05 

Health  (ind.  Veterana). 

1.33 

1.48 

1.47 

Voterana  education,  training  and  rehabilitation.... 

0.80 

1.07 

1.23 

Al  other 

1.65 

1.82 

2.03 

Total  Direct 

17.77 

17.31 

20.70 

Grants  to  State  and  iocal  governments 

Bementary,  secondary,  and  vocational 
education  (indudhig  Headstart) 

10.44 

12.14 

12.91 

Higher  education 

0.08 

0.11 

0.10 

Research  and  general  education  aids 

0.48 

0.52 

0.50 

2.99 

3.15 

3.19 

AM  other 

1.03 

1.37 

1.46 

Total  Grant* 

15.02 

17.28 

18.16 

32.79 

34.60 

38.86 

Table  IID  includes  all  funding  included  in  the  0MB  illustrative  presentation  for 
a  capital  budget  with  the  exception  of  Social  Services  funding.  All  of  this  funding  is 
for  the  conduct  of  education  and  training,  not  for  investment  in  physical  structure. 
The  relatively  small  Federal  education  investment  in  physical  structures  was  shown 
in  Table  ilB.  A  subsequent  section  of  this  paper  deals  with  the  issue  of  whether 
Social  Services  funding  should  be  included.    Grants  and  loans  for  post  secondary 
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education  and  the  National  Service  Trust  fund  would  be  included  in  the  CIB  in  this 
category,  as  would  training  and  employment  assistance  programs. 

Other  Human  Capital  Investment 

Other  programs  and  activities  which  promote  the  health  and  well  being  of 
individuals  could  be  characterized  as  "investing"  in  their  further  productivity.  Taken 
to  its  extreme,  any  program  which  provides  food,  health  services,  housing  or  income 
with  which  to  purchase  such  products  and  services  could  be  identified  as  human 
capital  programs.  While  this  may  be  a  useful  and  legitimate  construct  for  some 
purposes,  too  inclusive  a  capital  budget  would  make  the  concept  meaningless. 
Therefore,  we  have  not  developed  an  option  for  including  basic  health  and  social 
programs  in  the  capital  budget. 

There  are  a  few  programs,  however,  for  which  a  reasonable  case  could  be 
made.  These  options  are  set  forth  in  Table  HE.  Considered  in  isolation,  each  program 
in  Table  HE  is  defensible  as  an  investment.  On  the  other  hand,  inclusion  of  each 
makes  it  more  difficult  to  make  distinctions  from  other  programs  which  are  not 
included.  Therefore,  we  recommend  that  these  programs  not  be  included  in  the  CIB. 


Tibia  K     POSSIBlf  CANDIDATES  FOR  MCLUSWN 

M  TIC  CAPITAL  INVESTMENT  MIDGET 

1991-93 

On  bSons  of  dotorsi 

1991 

1992 
eat. 

1993 
aat. 

ChM  Nutrition 

5.54 

6.10 

6.39 

Woman,  Infants  and  ChUdren  Nutrition  Assistance 
(WIC» 

2.28 

2.63 

2.68 

Maternal  and  CMM  Health  Block  Grant 

0.59 

0.65 

0.67 

Chldhood  Inununizatlon 

0.22 

0.30 

0.35 

Social  Services  Block  Grant  (Title  XX) 

2.83 

2.79 

2.80 

Total 

11.45 

12.46 

12.89 

Direct  and  Guaranteed  Loans 

Included  in  the  proposed  CIB  options  are  the  economic  impact  of  Federal  direct 
and  guaranteed  loans  that  increase  future  productivity.  Such  credit  activities  should 
be  assessed  against  the  rate  of  return  criteria  as  is  proposed  for  direct  Federal 
spending.    The  cost  of  Federal  credit  in  the  investment  budget  is  the  cost  of  the 
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subsidy.   This  treatment  is  consistent  with  the  credit  reform  provisions  enacted  in 
1990.   This  treatment  is  also  consistent  with  GAO's  thinlcing  on  this  matter. 

Table  IIF  shows  Fiscal  Year  1993  outlays  as  estimated  by  0MB  In  February 
1992  for  the  subsidy  cost  of  direct  and  guaranteed  loan  programs  that  are  proposed 
for  Inclusion  in  the  CIB.  These  estimates  are  Informational  only.  The  subsidy  costs 
of  these  programs  was  subsumed  in  the  earlier  tables. 
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Tibto  V 

Hsal  Ymt  1993 
On  UtaM  of  dolaral 

DInct  LoMU 

Rural  D«valopm«nt  Insurance  Fund 

0.01 

Rural  Davalopmant  Loan  Fund 

0.00 

Rural  Eloctriflcatlon  Administration 

0.12 

Smal  Business  Administration:  Disaster 
Loans 

0.06 

Smal  Business  Administration:  Business 
Loans  for  Handicapped  Assistance 

0.01 

Total  Direct  Loans 

0.20 

Guarant»9d  Loans 

Rural  Development  Insurance  Fund 

0.01 

Agricultural  Resource  Conservation 
Demonstration 

0.00 

Rural  Electrification  Administration 

0.00 

Guaranteed  Student  Loans:  Stafford 

2.07 

Guaranteed  Student  Loans:  PtUS 

0.10 

Guaranteed  Student  Loans:  SLS 

0.29 

Health  Professions  Graduate  Student 

0.02 

Indian  Loan  Guaranty  and  Insurance  Fund 

0.01 

SmaN  Business  Administration  Business 
Loans 

0.13 

Total:  Guaranteed  Loans 

2.64 

Total:  Direct  and  Guaranteed  Loans 

2.84 

Table  IIG  on  the  following  page  is  a  list  of  the  direct  and  guaranteed  loan 
programs  in  the  Credit  Budget  that  the  Federal  government  conducts  that  are  not 
included  in  the  CIB  options. 
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Table  HG 

SulMkty  Outlayt  for  Direct  artd  Guaranteed  Loaw. 

Excluded  From  the  Capital  Investment  Budget 

Hscal  Year  1993 

On  IriBons  of  dolars) 

Direct  Loans 

Foreign  MWtary  Financing 

0.01 

Overteaa  Private  Investment  Corporation 

0.00 

Agricultural  Credit  Insurance  Fund 

0.11 

Rural  Housing  Insurance  Fund 

0.34 

PubUc  Law  480  Export  Credits 

0.34 

Housing  and  Urban  Development:  Restore  Loans 

0.02 

State  Department:  Repatriation  Loans 

0.00 

Veterans  Loan  Guaranty  Revolving  Fund 

0.07 

Veterans  Guaranty  and  Indemnity  Fund 

0.02 

Export-Import  Banic 

0.03 

Total:  Direct  Loans 

0.93 

Guaranteed  Loans 

AID 

0.00 

Overseas  Private  Investment  Corporation 

0.00 

Agricultural  Credit  Insurance  Fund 

0.07 

Rural  Housing  Insurance  Fund 

0.09 

Commodfty  Credit  Corporation:  Export  Credits 

0.16 

Federal  Housing  Administration  IMutual  Mortgage 

-1.39 

Federal  Housing  Administration  General  and  Special 
Risk 

0.13 

Veterans  Guaranty  and  Indemnity  Fund 

0.19 

Export-Import  Bank 

0.21 

Total:  Guaranteed  Loans 

-0.54 

Total:  Direct  and  Guaranteed  Loans 

0.40 
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Some  comments  on  programs  that  are  recommended  for  exclusion. 

•  Federal  direct  spending  programs  to  provide  housing  assistance  for  low- 
income  persons  are  not  proposed  for  inclusion  in  the  CIB.  They  are 
excluded  because  Federal  efforts  in  this  area  are  an  in-kind  benefit  that 
supplements  income.  There  is  virtually  no  federal  assistance  for 
financing  the  construction  of  low  income  housing.  Even  if  there  were, 
most  economists  would  argue  that  housing  is  a  consumer  durable  and 
thus  should  also  be  excluded. 

•  All  credit  programs  designed  to  stimulate  foreign  trade,  foreign  military 
sales,  and  foreign  assistance  are  excluded  on  the  grounds  that  if  they  are 
an  investment,  they  are  not  a  domestic  investment.  In  addition,  the 
Export-Import  Bank  is  excluded.  It  provides  a  subsidy  to  Americans 
firms,  but  does  not  directly  stimulate  investment. 

•  Agriculture  credit  which  finances  crop  production  or  finances  rural 
housing  is  excluded.  The  former  is  a  subsidy  to  agricultural  producers, 
whose  output  is  a  consumption  item.  The  treatment  of  the  latter  is 
consistent  with  the  recommendation  for  housing  credit  in  general. 
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Table  IIH  is  a  summary  table  of  funding  for  the  programs  proposed  for  inclusion 
in  the  Capital  Investment  Budget. 


Tabto  IIH  -•  Activitias  Included  In  CIB 

Based  on  0MB  Fabiuary  1992  Eitimatas  for  Fiscal  Year  1993 

(in  billions  of  dollars) 

National  Dafensa  Outlays  for  Olract  bivastmant   (Excludes  Procurement) 

5.7 

Non-Defense  Outlays  for  Direct  Capital  bivastmant 

20.8 

Non-Defense  Grants  for  Major  Public  Ptiyslcal  Capital  Investment 

29.6 

Subtotal:  Non-Defense  Direct  Outlays  and  Grants  for  Capital  Investment 

50.4 

Defense  and  Non-Defense  Basic  and  Applied  Research  and  Development 

74.5 

Human  Capital:   Education  and  Training 

38.9 

Totals 

169.5 

Financing  of  Capital  Investment  Budget 


Table  ll-l  shows  how  the  programs  proposed  for  inclusion  in  the  CIB  budget  are 
financed.  As  with  the  previous  tables  in  this  section,  the  estimates  are  based  on  the 
0MB  February  1992  estimates  for  the  Fiscal  Year  1993  Budget. 
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TabtoU 

BiMd  on  OMB  MMuarv  1992  BtUmatm 
On  bBons  of  dolan) 

ExdM  Tax  and  Misc..  Recaiptt  To  Trust  Funds 

Highway 

17.7 

Airport  and  Airway 

5.7 

Aquatic  Resources  Trust  Fund 

0.3 

Iniand  Waterway  Tnjst  Fund 

0.1 

Hazardous  Substances  Response  Trust  Funds 

0.8 

Oa  Sp«  UabUity  Tmst  Fund 

0.3 

Lealdng  Underground  Storage  Tanii  Trust  Fund 

0.1 

SubtotsI:  Excise  Tax  and  Misc.  Receipts  To  Tmst 
Funds 

25.0 

Interest  Payments  to  Trust  Funds 

Highway 

1.5 

Airport  and  Airway 

1.2 

Subtotal:  Interest 

2.7 

Total:  Interest,  Excise  Tax.  and  Misc.  Receipts 

27.7 

Total:  Oudays 

169.5 

Antount  Financed  Through  Appropriations  Front 
General  Funds 

141.8 
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38 
SECTION  Ul.  INCOME  REPLACEMENT  BUDGET 

Unlike  the  private  sector,  where  businesses  cannot  include  pension  assets  held 
on  behalf  of  individuals,  either  in  their  assets  or  their  bottom  lines,  the  federal 
government  places  in  its  annual  budget  the  surpluses  from: 

•  the  pension  systems  provided  for  its  own  employees, 

•  the  Social  Security  system  which  provides  a  base  retirement  and 
disability  program  for  all  U.S.  worlcers,  and 

•  the  unemployment  insurance  system  which  collects  a  state  tax  from 
employers  to  provide  benefits  to  unemployed  workers  while  they  look  for 
jobs. 

This  accounting  practice  has  created  great  distortions  in  the  federal  budget  and 
has  masked  the  true  nature  and  size  of  federal  deficit  spending. 

Using  trust  funds  to  mask  deficits  distorts  the  purposes  of  the  trust  funds. 

A  good  illustration  of  the  problems  resulting  from  the  use  of  trust  fund 
surpluses  to  mask  deficits  is  the  recent  controversy  over  extension  of  unemployment 
insurance  benefits.  At  the  time  that  President  Bush  vetoed  extended  benefits  early 
in  1992,  there  was  a  total  balance  of  $47.5  billion  in  the  unemployment  insurance 
trust  funds,  enough  to  provide  extended  benefits,  as  was  done  in  other  recent 
recessions,  to  all  long  term  unemployed  workers  who  had  exhausted  their  benefits  and 
were  still  looking  for  work. 

These  funds  were  denied  to  unemployed  workers  for  months  when  the  funds 
were  paid  in  as  taxes  by  employers  to  be  used  for  this  purpose.  The  budget  process 
held  the  unemployment  trust  fund  hostage  to  help  finance  the  record  Federal  deficit. 

The  notion  that  an  extension  of  unemployment  benefits  in  a  recession  must  be 
deficit-neutral  in  the  Federal  budget  turned  the  traditional  approach  to  financing  this 
system  upside  down.  The  original  goal  of  the  unemployment  insurance  program  was 
to  run  surpluses  in  good  times  and  deficits  in  hard  times,  with  surpluses  rebuilt  in  the 
following  recovery. 

The  Budget  Enforcement  Act,  which  the  Bush  Administration  invoked  as  a 
justification  for  their  position,  held  the  trust  fund  to  a  new  standard,  that 
unemployment  insurance  should  be  deficit-neutral  even  during  periods  of  high 
unemployment,  and  surpluses  in  the  Trust  Funds  cannot  be  used  for  their  intended 
purpose.  Over  the  months  that  Bush  and  the  Congress  wrangled  over  extensions  of 
benefits,  the  balances  in  these  funds  increased  by  half  a  billion  dollars. 
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Unified  Budget  Understates  Operating  and  Interest  Expense 


Although  the  federal  government  must  pay  interest  each  year  on  all  the  funds 
it  has  borrowed  in  the  past,  the  interest  the  government  pays  to  trust  funds  and  to 
other  Federal  entities  does  not  show  up  in  the  bottom  line  of  the  budget  or  in  the 
deficit  calculation.  Instead,  interest  paid  to  trust  funds  and  other  Federal  entities  is 
subtracted  from  total  interest  payments  before  the  interest  amount  is  reported  in  the 
federal  budget. 

This  creates  a  perverse  incentive  for  budget  officials  to  propose  cuts  in 
spending  for  these  programs.  For  instance,  if  $5  billion  were  cut  from  social  security 
benefits,  the  balance  in  the  Trust  Fund  would  be  $5  billion  higher  because  of  the 
benefit  reduction,  and  the  deficit  would  appear  to  be  $5  billion  less  even  though  the 
government  is  actually  borrowing  the  $5  billion  which  one  day  will  have  to  be  repaid 
to  the  Trust  Fund.  Moreover,  the  interest  that  the  government  will  owe  every  year 
on  that  $5  billion  will  also  not  show  up  in  the  federal  budget. 

Finally,  when  the  federal  government  owes  payments  to  these  Trust  Funds  as 
required  by  law  to  finance  contributions  as  an  employer  on  behalf  of  its  own 
employers,  for  social  security,  unemployment  insurance,  or  federal  employee  pensions, 
the  payment  is  made  by  the  employing  government  agency  and  counts  as  spending 
for  that  agency,  but  it  is  then  subtracted  from  the  budget  in  a  special  budget  function 
called  "Undistributed  Offsetting  Receipts."  In  this  way,  the  unified  budget  hides  the 
cost  of  the  government  providing  benefits  to  its  own  employees.  The  payroll  taxes, 
pension  contributions,  and  unemployment  insurance  payments  which  a  private  sector 
firm  pays  for  its  own  employees  are  clearly  recognized  as  an  immediate  cost  in  the 
firm's  accounting.  The  same  should  be  true  in  the  federal  budget. 
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Proarama  in  Incoma  Replacement  Budget 

Table  IIIA  sets  forth  the  programs  proposed  to  be  included  in  the  Income 
Replacement  Budget. 


Tahto  MA  -  MCOME  REFIACEMENT  BUDGET 

1991-94 

On  Mkns  of  dotora) 

1992 
est. 

1993 

Mt. 

1994 

•St. 

Social  Security 

287.57 

304.21 

321.24 

Raflroad  Retirement 

4.61 

4.55 

4.56 

Otiier  General  Retirement 

1.01 

1.01 

0.97 

Federal  Civilian  Employee 
Retirement  and  Disability 

33.94 

34.91 

36.85 

Military  Retirement 

24.44 

25.64 

26.95 

Other  Federal  Employee 
Retirement  and  Disability 

0.02 

0.09 

0.07 

Veterans  Compensation 

12.69 

12.71 

13.68 

Unemployment  Compensation 

40.04 

34.28 

28.21 

Total: 

404.33 

417.40 

432.52 

II  Source:  CBO  Summer  1992  Base 

Une 

Most  of  the  programs  proposed  for  inclusion  in  the  Income  Replacement  Budget 
are  financed  through  trust  funds  in  which  dedicated  revenue  is  earmarked  to  finance 
benefits  and  administrative  costs.  The  major  exception  is  Veterans  Compensation, 
which  is  financed  with  general  revenues  and  functions  as  a  form  of  disability  and 
worker  compensation  program  for  former  military  personnel  and  their  survivors. 
Benefits  in  Veterans  compensation  are  tied  to  injuries,  wounds,  or  death  while  in 
military  service.  They  are  not  means-tested.  No  means-tested  programs  are  proposed 
for  inclusion  in  the  Income  Replacement  Budget.  For  that  reason.  Veterans  pensions 
are  not  recommended  for  inclusion  since  benefits  in  this  program  are  tied  to  current 
income  and  assets. 

Medicare  is  not  proposed  for  inclusion  in  the  Income  Replacement  program 
although  it  is  part  of  the  federal  government's  commitment  to  workers.  Medicare 
does  not  increase  the  incomes  of  individual  recipients  by  the  amount  of  the  health 
benefits  they  receive.  If  that  were  true,  a  terminally-Ill  individual  would  be  counted 
as  very  wealthy.    Thus,  from  that  perspective,  it  is  not  an  income  replacement 


98 


41 
program.  At  bast,  the  income  supplement  is  the  insurance  value  of  Medicare  benefits. 

Social  Security  is  the  largest  program  in  the  Income  Replacement  Budget.  By 
law.  Social  Security  is  not  in  the  Federal  budget.  Congress  in  three  separate  laws 
over  the  past  decade  has  directed  that  Social  Security  be  off-budget.  This  law  has 
been  honored  more  in  the  breach  than  in  the  observance.  Placing  Social  Security  in 
the  new  Income  Replacement  Budget  has  the  advantage  of  keeping  Social  Security 
out  of  the  operating  budget,  consistent  with  Congressional  intent  in  taking  Social 
Security  off-budget. 

Accounting  Treatmerit  Trust  Funds  in  the  Income  Replacement  Budget 

The  accounting  for  statutorily  required  payments  to  these  Trust  Fund  will  be 
treated  in  the  Restructured  Budget  as  follows: 

(1)  All  revenue  from  whatever  source  will  count  as  revenue  to  the 
appropriate  Trust  Fund.  Revenues  to  these  Trust  Funds  will  not  be 
aggregated  with  other  revenues.  Estimated  revenues  for  Fiscal  Year 
1993  are  shown  in  Table  IIIB  below. 

(2)  Revenues  to  these  Trust  Funds  which  are  received  from  the  general  fund 
will  be  counted  as  outlays  from  the  general  fund.  Interest  paid  to  these 
trust  funds  will  be  included  as  outlays  from  the  general  fund  in  Function 
900:  Interest.  This  function  is  currently  named  Net  Interest  because 
interest  payments  to  trust  funds  and  other  government  entities  are 
netted  out  of  the  total.  Under  the  Restructured  Budget  Proposal,  the 
interest  function  will  show  all  interest  payments.  Pension  contributions 
and  payroll  taxes  will  be  paid  from  the  general  fund  to  the  appropriate 
trust  fund  and  will  be  counted  as  outlays  in  the  budget  of  the  employing 
agency,  as  is  now  the  case,  but  they  will  not  be  subtracted  from  outlays, 
as  they  are  now,  in  the  "Undistributed  Offsetting  Receipts"  section  of 
the  budget. 


This  Income  Replacement  budget  will  be  totally  separate  from  the  Operating 
Budget,  which  will  hopefully  end  the  manipulation  of  programs  solely  for  the  purpose 
of  masking  the  operating  fund  deficit.  Surpluses  from  the  programs  will  still  be 
invested  in  Treasury  securities  as  they  are  now,  but  the  borrowing  and  associated 
interest  payments  will  be  made  explicit.  An  issue  distinct  from  but  related  to  creation 
of  the  Income  Replacement  Budget,  is  whether  such  funds  could  or  should  be  invested 
outside  of  Treasury  securities. 

For  instance.  Social  Security  surpluses  could,  by  law,  be  invested  in  interest- 
bearing  obligations  of  the  United  States  or  obligations  guaranteed  as  to  interest  and 
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principal  by  the  United  States."  However,  the  Secretary  of  Treasury,  who  is  the 
Managing  Trustee  of  Social  Security  funds,  has  chosen  to  invest  only  in  special  issue 
securities  that  bear  interest  equal  to  the  average  for  securities  that  are  callable  or  have 
a  maturity  date  four  of  more  years  beyond  the  date  that  the  special  issues  are  issued. 
There  have  been  proposals  to  invest  in  other  activities  that  will  promote  economic 
growth,  for  instance  for  infrastructure  investment.  Changing  the  investment  policies 
for  social  security  surpluses,  and/or  federal  employee  pension  assets  should  only  be 
undertaken  after  careful  study  to  determine  that  risk  can  be  limited  to  acceptable 
levels. 

Budget  Estimates  for  Income  Replacement  Budget 

Table  IIIB  gives  more  detail  on  the  major  trust  fund  programs  proposed  for 
inclusion  in  the  Income  Replacement  Budget.  The  estimates  are  based  on  those 
included  in  the  February  1992  budget.  The  program  detail  necessary  to  develop  these 
estimates  is  not  included  in  the  CBO  baseline,  nor  is  it  published  by  0MB  other  than 
when  the  annual  President's  budget  is  transmitted. 


Section  201(d)  of  the  Social  Security  Act. 
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TiMaBB 
SouraM  of  ItowwMM  to  Hm  Htaior  TnM  Fundi 

F1walY««1993 
•n  bBons  o(  dotetl 

Social 

bisuranca 

Taxas  and 

Contributions 

bitarast 

on 

Tnist 

Fund 

Balancas 

Govammant 

As  An 
Emplovar 

Othar 

Total 

Incoma  to 

Trust 

Funds 

Sodal  SMuritv  (OASOI) 

325.8 

27.0 

6.4 

6.5 

365.7 

Raflroad  RotironMnt 

3.8 

0.8 

3.2 

7.8 

Un«np<oynMnt  Compansatkm 

25.6 

2.S 

0.9 

29.0 

Fodoral  Emptoyaa  Radramant  Program*                                                                                                                                            | 

Fadaral  CivOan  Ratkamant 

5.1 

25.3 

12.7 

20.3 

63.4 

Fadaral  MOtary  Ratiramant 

0.0 

10.2 

15.8 

11.7 

37.7 

Total:  Mi^or  Trust  Funds  In  tha  Proposad 
Incoma  Raptacamant  Budgat 

360.3 

65.8 

34.9 

42.6 

503.6 

*   This  Is  tha  vohjntary  pramhim  for  SMI.   K  Is  trastad  as  an  offsetting  colactlon  twhich  raducas  nat  outlays. 



Tabl«  IIIB  shows  that  tha  income  to  the  major  trust  funds  proposed  for  inclusion 
in  the  Income  Replacement  Budget  is  estimated  to  be  $503.6  billion  in  Fiscal  Year 
1993.  The  largest  source  of  this  revenue  is  dedicated  taxes,  which  will  be  $360.3 
billion.  Payments,  by  the  Federal  government  as  an  employer  such  as  the  employer 
share  of  FICA  which  finances  Social  Security,  while  not  counted  as  taxes,  add  $34.9 
billion  in  revenue. 


The  second  largest  source  of  revenue  to  the  trust  funds  is  interest  earned  on 
trust  fund  balances,  which  0MB  estimated  in  February  1992  would  be  $65.8  billion 
to  these  trust  funds  during  Rscal  Year  1993.  These  interest  payments  will  be  made 
from  the  operating  budget. 

The  next  largest  source  of  revenue  to  the  trust  funds  is  the  other  category, 
which  is  primarily  payment  with  general  funds  of  specific  benefits  or  statutory 
transfers  to  finance  the  program.  This  category  will  total  $42.6  billion  in  Fiscal  Year 
1993.  The  next  largest  payment  is  $34.9  billion  for  Federal  employee  and  miliury 
retirement.  This  includes  interest  payments  on  the  portion  of  the  unfunded  liability 
that  is  in  part  attributable  to  the  Federal  government's  past  failure  to  fully  fund  the 
system.  It  also  includes  amortization  payments  for  liberalizations  in  benefiu.  including 
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cost-of-living  payments.  All  of  these  payments  are  currently  netted  out  in  ttie  bottom 
line  of  ttie  budget.  Under  ttie  Budget  Restructuring  proposal,  these  payments  would 
all  count  as  outlays  in  the  bottom  line  of  the  operating  budget.  The  operating  budget 
would  be  the  arena  in  which  the  President  and  the  Congress  could  debate  whether 
these  payments  were  appropriate  or  not. 

Table  lilC  shows  the  change  in  the  balances  during  Fiscal  Year  1993  of  the 
major  trust  funds  proposed  for  inclusion  in  the  Income  Replacement  Budget.  It  should 
be  noted  that  the  estimates,  including  the  outlay  estimates,  are  based  on  the  Bush 
February  1992  budget.  In  contrast.  Table  IIIA  included  more  recent  CBO  estimates, 
which  cannot  broken  down  to  develop  trust  fund  balance  estimates. 
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TiMaHC 
Tnt  fund  UNwrt 

FkcH  Ymt  1993 
Ibi  bBons  of  dotani 

■ilira 

Stat  of 

FiacilYaar 

1993 

Total 
biooaiato 
Trust  Finds 

Total 

Outlna 

Fnm 

TtuMFunda 

*4wt- 

Balanca 

Bid  of 

Hsctf  Yaar 

1993 

Sodal  Security  (OASOI) 

318.6 

365.7 

302.3 

0.0 

382.0 

11.2 

7.8 

10.9 

3.7 

11.8 

38.4 

29.0 

29.1 

0.0 

38.3 

Fxtaral  EmptoyM  RadrwiMnt  Programs 

FadwilCMtan  RMkwiMnt 

294.7 

63.4 

35.6 

0.0 

322.5 

FMtoral  WMKmv  RMirwiMnt 

102.7 

37.7 

2S.6 

0.0 

114.8 

Total:  Trust  Funds  In  ths  Proposad  Incoma 
Raptacamant  Budgat 

76S.6 

503.6 

403.5 

3.7 

869.4 

The  establishment  of  a  separate  Income  Replacement  Budget  will  allow  the 
financing  of  the  programs  included  in  this  budget  to  be  clearly  identified.  Using  the 
0MB  February  1992  estimates,  these  programs  will  show  a  surplus  of  $103.8  billion 
in  Fiscal  Year  1993.  This  surplus  will  be  clearly  shown  in  the  Income  Replacement 
Budget.  The  surplus  or  deficit  in  each  Trust  Fund  and  in  general  fund  programs  will 
be  simply  the  difference  between  revenue  and  outlays.  In  contrast,  under  the  current 
budget  practices,  the  extent  to  which  Trust  Fund  programs  are  self-financed  is  hidden, 
and  the  interest  earned  by  these  trust  funds  on  mandatory  investments  in  government 
securities  is  not  included  in  the  budget  totals.  Under  the  Restructured  Budget,  the 
true  interest  obligation  of  the  Federal  government  would  be  shown  in  the  operating 
budget,  and  the  extent  to  which  the  Income  Replacement  trust  funds  are  self-financed 
would  be  clearly  shown  in  the  Income  Replacement  Budget. 
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SECTION  IV.  OPERATING  BUDGET 

The  totals  for  the  operating  budget  will  show  three  costs  that  are  now  hidden 
by  the  current  budget  structure.  These  include: 

•  Interest  on  trust  fund  investments  in  the  Income  Replacement  Budget, 
which  are  estimated  to  be  $68.5  billion  in  Rscal  Year  1993. 

•  Government  Contributions  As  An  Employer  to  Income  Replacement 
programs,  which  are  estimated  to  be  $34.9  billion  in  Fiscal  Year  1993. 

•  Government   Contributions   from   general   funds   to   finance   Income 
Replacement  programs. 

These  three  items  add  about  $146  billion  to  the  operating  budget.  The 
operating  budget  excludes  outlays  which  are  allocated  to  the  Capital  Investment 
Budget  ($169.4  billion  in  Fiscal  Year  1993  based  on  the  February  1992  0MB 
estimates)  and  to  the  Income  Replacement  Budget  ($417.4  billion  based  on  the 
Summer  1993  CBO  estimate).  These  adjustments  leave  outlays  of  $1.1  trillion  that 
is  financed  with  about  $0.8  trillion  in  general  revenues  and  about  $0.3  trillion  in 
borrowing. 

The  operating  budget  will  reflect  spending  which  is  current  consumption,  and 
will  include  all  government  spending  which  is  currently  on-budget  which  has  not  been 
specifically  identified  for  inclusion  in  either  the  Capital  or  Income  Replacement 
Budgets. 
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SECTION  V.   SUMMARY 


The  net  impact  of  the  proposed  restructuring  is  shown  in  Table  VA,  which 
summarizes  the  current  and  proposed  budgets,  and  Tabie  VB.  which  gives  a  functional 
breaicdown. 


TabtoVA 

■uatrMiva  Braakdown  of  Budgat  Ettimatet  For  Racal  Yaar  1993 

Baaad  on  tha  Budgat  Restructuring  Proposal 

(in  bWons  of  doHars) 

Currant 
UnifiMl 
Budgat 

Capital 

Investmant 

Budgat 

Incoma 

Raplacamant 

Budgat 

Oparating 
Budgat 

RECEIPTS/REVENUES                                                                                                                                                          | 

Incoma,  Estata,  Gift,  Customa 
Outiaa 

648.5 

0.0 

0.0 

648.5 

Social  biauranca,  Taxaa,  and 
Contributions 

446.8 

0.0 

360.3 

86.5 

Racaipts 

68.8 

25.0 

0.7 

43.1 

Intaroat  on  Trust  Fund  bivostmants 

N/A» 

2.7 

65.8 

0.0 

Ganaral  Fund  Contributioiw  To 
incoma  Raplacamant  Budgats 

N/A» 

0.0 

42.6 

0.0 

Govammant  Contribution  Aa 
Budgat 

N/A* 

0.0 

34.9 

0.0 

TOTAL  RECEVTS 

1164.0 

27.7 

504.3 

778.1 

TOTAL  OUTLAYS 

1516.7 

AUOCATION  OF  CUflRENT 
OUTLAYS 

1516.7 

169.4 

417.4 

929.9 

AOOmOlM  TO  OUTLAYS  IN  CURRENT  PRESENTATION                                                                                      | 

Intaroat  on  Truat  Fund  invaatmants 

68.5 

42.6 

Govammant  Contribution  As  Empioyar  To  Incoma  Raplacamant  Budgat 

34.9 

TOTAL  OUTLAYS 

1516.7 

169.4 

417.4 

1,075.9 

DEFICIT  (■)  SURPLUS  (-•-) 

-352.7 

-141.7 

86.9 

-297.8 

Nef:   •  IndkatM  fundkig  that  It  cumntly  Mtt0d  out  ki  tiM  uitmd  Itodgtt  toult.                                         \ 
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TabtoVB 

Praln*iarv  Functional  Braakdown  of  Budgat  Ettimataa  For  Fiscal  Yaar  1993 

Baaad  on  Budflat  Raatnicturing  Propoaal  Wittt  Al  Capital  Options  Indudad 

(in  biMons  of  doaars) 

Currant 
Unifiad 
Budgat 

CapHal 

Invastmant 

Budgat 

Incoma 

Rapiacamant 

Budgat 

Oparating 
Budgat 

Dafansa/lntaniationai 
(0S0/1S0) 

314.2 

51.3 

0.0 

262.9 

Sdancs,  Spaca,  and 
Tactmology  (250) 

17.0 

10.1 

0.0 

6.9 

Enargy,  Natural  Rasourcaa, 
Agiicultura  (270,  300.  3S0) 

40.8 

26.7 

0.0 

14.1 

Commarca  and  Housing 
CradH  (370) 

63.6 

0.0 

0.0 

63.6 

Transportation  (400) 

35.1 

22.9 

0.5 

11.7 

Education,  Training. 
Employmant,  and  Social 
Sarvicas  (500) 

49.6 

36.2 

0.0 

13.4 

Haattli  and  Madhrara  (550, 
570) 

237.5 

11.4 

0.1 

226.0 

kicoma  Sacurity  (600) 

197.3 

0.0 

96.5 

100.8 

Sodai  Sacurity  (650) 

302.3 

0.0 

302.3 

0.0 

Vatarans  Banafits  and 
Sarvicas  (700) 

34.3 

1.2 

12.6 

20.5 

Othar  (450,  750,  800,  870, 
920) 

52.0 

9.6 

5.4 

37.0 

Intarast  (900) 

214.6 

0.0 

0.0 

283.1 

Total:   Undtotributad 
Offsatting  Racaipts  (950) 

-41.6 

0.0 

0.0 

-6.7 

Ganaral  Fund  Contributions 
Budgat 

N/A 

0.0 

0.0 

42.6 

Total  Outlays 

1516.7 

169.4 

417.4 

1075.9 

Tables  VA  and  VB  show  the  contribution  of  each  of  the  three  trust  funds  to  the 
iverall  consolidated  budget  deficit  of  $352.7  billion. 

•         Not  surprisingly,  the  largest  contributor  to  the  deficit  is  the  operating  budget 
which  accounts  for  84  percent  of  the  projected  deficit.  Table  VB  shows  that 
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interest  payments  ($283.1  billion)  are  the  largest  single  expenditure  followed 
by  defense  and  international  ($262.9  billion).  These  two  account  for  51 
percent  of  spending  in  the  operating  budget. 

•  The  Capital  Investment  Budget  (CIB)  also  runs  a  deficit,  but  this  deficit  is  less 
than  half  of  the  deficit  in  the  Operating  Budget.  In  addition,  this  deficit  is 
calculated  like  the  current  budget  on  a  cash,  not  an  accrual  basis.  In  fact,  the 
deficit  in  the  CIB  would  be  substantially  less  if  the  Federal  government  in  fact 
did  budgeting  like  the  private  sector. 

•  The  Income  Replacement  Budget  operates  at  a  surplus  of  $86.9  billion.  About 
half  of  this  surplus  in  fact  would  vanish  if  the  Federal  government  did  not 
make  general  fund  contributions  to  specific  Income  Replacement  programs  of 
$42.6  billion  in  addition  to  the  mandatory  payments  which  it  makes  for 
interest  and  to  fulfill  its  responsibility  as  an  employer.  Examination  of  these 
payments  as  a  way  to  reduce  the  Operating  Budget  deficit  would  not  be 
precluded  under  this  proposal. 

In  conclusion,  this  restructuring  proposal  represents  a  start  toward  a  reorientation 
of  the  budget  debate  toward  separating  government  consumption  from  public  investment. 
It  also  would  make  clear  the  extent  to  which  the  current  budgetary  practices  use  trust  fund 
surpluses  as  a  way  to  mask  the  deficit  in  the  operating  part  of  the  budget. 
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Testimony 

of 

Fat  Choftte 

Director,  The  Manuftrturlng  PoUcy  Praj^ct 

Before 

Th«  Subcommittee  on  Ecoruwnic  Oevelopmert 

C-}aunlllee  on  Public  Works  and  Tr^isporUUon 

Urdt«d  States  Cacgrvki 

Wajhlitgton,  D.C. 
May  26, 1993 


Mf,  ChAirman  »nd  M«inb»T8  of  th*  Ccmmittwt 

r  am  p\6ai6A  and  honored  to  have  this  of^rtimit)'  to  share  lome 
thoughitt  with  you  on  capital  btuige(ir.g 

At)  ymi  know,  th»  (^otdHnrftHng  e(M\dltion  of  Ammficzi  uvfnuKruetUM 
is  a  critical  bottleneck  to  national  economic  renewal.  A  principal  obstacle  to 
the  T«newal  of  these  fodlities  is  the  abienot  of  a  xiitknuil  strategy  and  tt\e  basic 
information  required  to  prepare  it. 

SptdficsVty,  the  United  Stafes  haa  no  invenlciry  of  itn  public  faHKHex 
There  ar«  no  commonly  agreed  upon  standardis  for  the  sendees  to  be  provided 
by  these  public  facilities.  There  are  no  investmtnt  strategies  or  investment 
priorities.   There  1$  no  unlfomn  estimate  of  fun:re  investment  requirements. 
There  is.  no  basic  agreement  between  the  federal,  state  and  local  governments 
on  the  allocaUon  oi  rcsponaibiUtieii  and  authohtiea  for  th»  finandng^ 
constTJction  and  operation  of  spedHc  types  of  projects.  Also,  there  is  virtually 
no  oversight  of  these  t«deral  infracmichire  investments  that  at«  made. 

Not  surprisingly,  today's  public  works  policy  making  is  uninspired  'ad 
hodsm"  that  creates  adverse,  unwanted,  and  often  unintended  consequences. 
Among  these,  is  a  decisionmaking  process  that  tends  to  favor  projects  that  can 
be  built  quickly  over  those  that  vfiW  require  many  years  to  fund  and  build.  Yet, 
many  of  the  nation's  most  important  public:  works  challenges,  such  a* 
rebuilding  the  nation's  water  and  sewerage  txcatment  systems,  are  enormous 
undertakings  and  will  take  a  decade  or  more  to  finance  and  complete. 

In  the  absence  of  a  long-term  national  infrastaucture  strategy,  public 
offioale  have  been  unable  to  weigh  the  need  for  Investment  in  public  facilities 
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ag«insf  the  need  (or  mvMtm«At  In  defenie  and  social  pcogranvi "  two  ttrMi: 
^st  do  have  information  and  long-tenn  investment  stntegies.    Not 
surprisingly,  the  advocatm  for  more  defense  and  aodal  tptndlng  have 
repeatedly  made  a  more  persuasive  caae  for  the  limltad  ftdertl  dollars. 

Not  only  does  chaotic  federal  decision  making  result  in  (ewer  dollars 
tor  infraatrurture,  it  impedes  sound  pdicy  making  t&d  management  at  the 
state  and  IocaI  levela,  which  depend  or.  ^  ^deral  govtmmcnt  for  almost 
half  of  ti\eir  public  works'  dollvfi. 

While  there  are  aiany  reasons  for  the  disorder  in  iederal  infrastructure 
practices,  the  principal  of  those  Is  that  tt>(  federal  govcnuneiU,  unlike  all  state 
and  dty  governments  and  every  major  carporaticm^  does  not  use  a  capital 
budget  tt^t  distinguishes  bet%veen  capital  and  operating  outlays. 

More  pervetfely,  a  succession  of  Presidenb  have  stoutly  resisted  efforts 
to  have  the  federal  budget  distinguish  long*tenn  capital  invMtments  from 
short-term  oper&ting  expenses.  The  excuse  used  by  the  Office  of  Management 
and  Budget  (0MB),  which  adminirten  the  budget  for  the  President,  is  that 

"such  a  budget  might  favor  programs  with  intensive 
expenditures  for  physical  assets,  such  as  construction,  relative  to 
other  programs  for  which  futtire  bcneflts  cannot  be  accurately 
capitalized,  5udh  as  education  or  researdi." 

In  pbin  English,  the  official  position  is  that  Inirastructure  programs 
are  popular  with  voters  and  CongresA  would  probably  fund  public  works 
prugriuits  if  ^ven  tuJf  a  dianoe,  ev«ii  if  tliat  meant  raising  taxev  ur  L-utdng 
defense  and  other  programs  favored  by  the  President. 

Indeed,  OMB's  position  reflects  the  basic  polity  of  ever>'  Preslder.t  since 
d\e  "guns  and  better  days"  of  the  Johnson  Admirdstration  -  namely.,  to  favor 
public  consumptton  ovet  public  mveiiment. 

The  remedy  is  a  lang^rm  infrastnu:tiu«  investment  strategy  a» 
emixxiied  in  a  national  capital  budget  tiut  distinguishes  long-term  capital 
investment*  in  domestic  civil  work^  from  short-term  federal  operating 
cxpcrtuitKtres.    Eftftentialiy,  such  a  burl^t  wouU)  contsist  of  six  basic 
components: 

•  An  inventory  of  the  nation's  public  facilities,  coupled  with  an 
assessment  of  their  physical  condition. 

•  An  estimate  of  capital  investment  needs. 
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•  An  eatinute  of  operatiot:  and  nutlntcnuncc  r«quir«inents. 

•  Tne  specification  of  priorities  and  timing. 

•  Tne  allocatior.  of  responstfaUtties  amons  tti«  f^doral,  itatt  attd 
local  govt mm«nts  and  between  the  public  and  private  actors. 

At  preaent,  moat  of  the  nation'a  govemore  and  mayors  support  th« 
idea  of  a  national  capital  budget  The  Capital  Budgeting  Act  of  1993  (Hil. 
11£>)  would  provide  the  nation  with  this  basic  management  todi  •*> 
somethmg  iound  in  virtually  every  ftatt  government  and  bi  every  private 
corporation.  It  would  give  the  Prt^sident  and  lawxnakera  tite  basic 
{nform«tk«n  they  need  i)  iiiouj^KtfuUy  plan,  flAanoa,  build  and  managt  the 
nation's  public  facilities. 

To  mc,  the  surprise  abcut  thia  ptopoiwd  law  ii  not  the  provisions 
obtained  therein,  but  the  fact  that  such  legislation  ia  not  now  on  ^  booka. 

Th&ak  you~ 
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Ill 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  appreciate  this 
opportunity  to  discuss  the  potential  benefits  of  and  problems  with  adopting 
a  federal  capital  budget. 

My  statement  today  focuses  on  three  points: 

o  The  current  measure  of  the  budget  deficit  does  not  accurately  reflect 
the  budget's  contribution  to  future  economic  output  and  productivity. 
It  fails  to  do  so,  in  part,  because  it  does  not  distinguish  between 
investment  and  operating  spending.  Federal  investment  potentially 
adds  to  future  output,  while  operating  expenditures  do  not.  Under  a 
capital  budget,  the  operating  account's  surplus  or  deficit  would  be 
geared  to  determining  the  federal  budget's  effect  on  national  saving. 
The  capital  account  deficit  would  determine  how  investment  is  divided 
between  the  federal  and  nonfederal  sectors. 

o  For  capital  budgeting  to  improve  decisionmaking,  it  must  overcome 
significant  obstacles  such  as  measuring  the  useful  lives  of  assets, 
determining  what  spending  constitutes  investment,  charging 
depreciation  to  the  operating  account,  and  establishing  control 
mechanisms  over  investment  spending. 
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Establishing  a  capital  budget  imposes  a  significant  risk  of  increasing 
government  consumption  by  reducing  budget  discipline  and 
encouraging  the  reclassification  of  operating  expenditures  as 
investment.  At  the  present  time,  these  risks  outweigh  potential 
benefits.  When  the  budget  is  near  to  being  balanced,  the  risks  and 
benefits  of  a  capital  budget  should  be  reevaluated.  In  the  interim, 
some  major  problems  of  defining  investment  and  estimating 
depreciation  should  receive  greater  attention. 


SHORTCOMINGS  OF  THE  CURRENT  MEASURE  OF  THE  DEFICIT 

Existing  budget  concepts  are  intended  to  produce  an  inclusive  measure  of  the 
deficit,  show  the  government's  borrowing  needs,  and  help  determine  the 
deficit's  effect  on  aggregate  demand.  This  measure  helps  policymakers 
determine  and  plan  for  the  degree  of  demand  stimulus  or  restraint  that 
federal  spending  and  taxing  has  on  the  economy. 

Many  analysts  believe  that  the  principal  macroeconomic  use  of  the 
federal  budget  has  shifted,  however,  from  stabilizing  the  economy  to  spurring 
economic  growth;  from  managing  aggregate  demand  in  the  short  run  to 
enhancing  economic  capacity  in  the  long  run.  Critics  of  the  present  practice 
argue  that  the  current  measure  of  the  budget  deficit,  while  useful  in  assessing 
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the    government's    effect    on    aggregate    demand,    provides    misleading 
information  for  achieving  the  objective  of  long-term  growth. 

Viewed  from  a  growth  perspective,  federal  borrowing  to  finance  public 
consumption  reduces  the  economy's  future  potential  output.  Such  borrowing 
reduces  productive  private  investment.  By  contrast,  federal  borrowing  to  build 
a  road  or  other  investment  may  not  reduce  potential  output  at  all.  Although 
borrowing  for  federal  investment  may  displace  productive  private  investment, 
the  new  road  adds  to  the  nation's  capital  stock.  If  federal  spending  were 
shifted  in  equal  amounts  from  public  consumption  to  productive  public 
investment,  future  economic  output  would  be  increased  even  though  the 
current  measure  of  the  deflcit  would  be  unchanged. 

To  reflect  the  government's  effect  on  future  output  more  accurately, 
therefore,  some  analysts  argue  that  the  budget  deficit  should  measure 
investment  separately  from  federal  expenditures  that  support  current 
consumption.  To  calculate  such  a  deHcit,  the  budget  would  record  all 
spending  on  consumption  plus  the  portion  of  the  federal  capital  stock 
consumed-or  depreciated-in  a  year  in  one  account  ("the  operating  account") 
and  the  full  purchase  price  of  investment  in  a  separate  account  ("the  capital 
account").  Assuming  all  revenues  are  credited  to  the  operating  account,  the 
operating  deficit  would  measure  government  borrowing  for  consumption. 
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Adopting  a  capital  budget-one  that  replaces  gross  investment  in 
federal  outlays  with  a  measure  of  the  annual  consumption  of  investment 
goods-would  not  inhibit  the  government's  objective  of  stabilizing  the 
economy.  All  information  currently  available  to  macroeconomic  policymakers 
would  continue  to  be  available.  But  adopting  a  capital  budget  would  imply 
an  intention  to  increase  the  emphasis  given  to  the  federal  govenmient's  role 
in  affecting  long-term  growth. 

ECONOMIC  RATIONALE  FOR  A  CAPITAL  BUDGET 

If  the  budget  were  divided  into  operating  and  capital  components,  different 
financing  norms  could  be  applied  to  each  to  fulfill  distinct  economic 
objectives.  The  operating  deficit  or  surplus  would  determine  the  federal 
government's  contribution  to  national  saving.  Under  a  balanced  operating 
budget,  current  taxpayers  would  pay  for  all  spending  that  provides  current 
benefits.  Federal  saving  would  be  zero;  national  saving  would  equal  private 
saving.  If  private  saving  is  believed  to  be  inadequate,  the  Congress  could  plan 
for  a  surplus  in  the  operating  budget.  In  that  case,  government  saving  would 
supplement  private  saving. 

Alternatively,  if  the  private  sector  oversaved,  a  planned  deficit  might 
be  warranted.   Current  taxpayers  would  not  pay  for  all  of  the  services  they 
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receive,  in  effect  passing  part  of  the  cost  on  to  future  generations  in  the  form 
of  an  increased  tax  burden.  Unlike  federal  borrowing  to  finance  current 
benefits,  borrowing  to  pay  for  productive  federal  investment  compensates 
future  taxpayers  by  providing  them  with  an  asset. 

Debate  about  capital  spending  would  address  a  different  issue:  what 
share  of  savings  would  produce  higher  social  retvuiis  if  invested  by  the  federal 
government  instead  of  by  the  private  sector  and  state  and  local  governments? 
Such  an  approach  would  call  for  direct  comparisons  between  the  rates  of 
return  on  federal  investment  and  those  on  nonfederal  investment. 

The  Congressional  Budget  Office's  review  of  the  empirical  evidence 
suggests  that  little  empirical  support  exists  for  claims  that  across-the-board 
increases  in  certain  categories  of  public  spending  would  yield  rates  of  return 
that  are  greater,  on  average,  than  the  return  to  private-sector  investment. 
Despite  this  caveat,  carefully  selected  public  investments  can  clearly  yield  high 
returns.^  Moreover,  prospective~not  historical-returns  from  public 
investment  should  guide  decisiomnaking. 

A  capital  budget  could  change  the  way  the  Congress  considers  two 
significant  and  contentious  public  policy  issues.     First,  the  Congress  would 


Congressional  Budget  Office,  How  Federat  Spending  fm  Infrastructure  and  Other  Public  Investments  Affects 
the  Economy  (July  1991). 
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choose  the  relationship  between  output  now  and  in  the  future  by  setting  the 
operating-budget  target  that  affects  the  size  of  savings  available  for 
investment.  Second,  it  would  focus  on  the  degree  to  which  the  federal 
government  draws  from  the  saving  pool  (and  thus  from  private  investment) 
to  finance  its  investment  projects.  Currently,  these  two  distinct  decisions  must 
not  only  be  made  simultaneously,  but  they  are  made  implicitly  because  the 
budget  does  not  distinguish  between  consumption  and  investment  in  a  maimer 
that  allows  separating  the  decision. 

Rationales  other  than  measuring  and  planning  federal  impacts  on 
national  saving  have  been  offered  for  a  capital  budget.  For  example,  some 
supporters  of  capital  budgeting  claim  that  because  private  businesses,  states, 
and  foreign  governments  prepare  capital  budgets,  the  concept  could  be  useful 
to  the  federal  government.  However,  capital  budgets  used  by  these 
nonfederal  entities  are  different  in  substance  and  form  from  the  capital 
budgeting  plans  proposed  for  the  federal  government.  For  example,  in 
private-sector  accounting,  depreciation  helps  establish  a  firm's  profitability  and 
net  worth.  But  these  concepts  make  little  sense  for  the  federal  government. 
Moreover,  state  capital  budgets  often  have  far  more  restrictive  coverage  than 
that  proposed  under  a  federal  capital  budget.  Finally,  to  our  knowledge  only 
two  developed  countries,  Chile  and  New  Zealand,  recognize  depreciation  in 
their  budgets. 
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THE  PROBLEMS  OF  A  CAPITAL  BUDGET 


Implementing  a  capital  budget  poses  a  number  of  hazards.  These  hazards 
arise  because  of  the  difficulties  of  defining  federal  investment  and 
depreciation  and  because  of  uncertainty  about  the  ability  of  the  budget 
process  to  limit  consumption  and  capital  spending.  Although  the  potential 
advantages  of  a  capital  budget  could  possibly  outweigh  those  hazards  in  a 
different  fiscal  climate,  adopting  a  capital  budget  now  would  distract  from  the 
more  important  task  of  reducing  the  federal  drain  on  national  saving. 


Defining  Investment  and  Depreciation 

A  capital  budget  would  require  all  federal  spending  to  be  divided  between 
"consumption"  and  "investment"  and  would  necessitate  calculating  depreciation 
of  various  components  of  federal  capital.  However,  whether  this  distinction 
and  actual  depreciation  rates  can  be  specified  in  a  nonarbitrary  manner  is  not 
clear.  These  difficulties  take  on  significance  because  of  the  incentives  created 
by  a  capital  budget  and  the  political  process  to  define  virtually  all  spending 
as  investment  and  to  understate  depreciation  rates.  It  might  also  be  difficult 
to  ensure  that  these  definitions  could  be  maintained  over  time,  which  would 
be  necessary  for  capital  budgeting  to  be  workable. 
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What  Is  Investment?  In  concept,  the  distinction  between  investment  and  non- 
investment  spending  is  clear.  Expenditures  for  current  operating  spending 
provide  economic  benefits  now;  investment  enhances  opportunities  for 
consumption  in  the  future.  Thus,  entitlement  programs  that  increase  current 
income  and  payments  to  stabilize  the  income  of  particular  groups,  as  well  as 
net  interest,  would  be  classified  as  operating  spending.  Moreover,  spending 
to  operate  the  executive,  legislative,  and  judicial  branches,  as  well  as  law 
enforcement,  clearly  fall  into  the  operating  accounts. 

In  contrast,  federally  funded  programs  that  yield  future  benefits  would 
be  classified  as  investment.  This  category  includes  spending  (including  grants 
to  states  and  localities)  in  areas  such  as  (1)  physical  infi-astructure,  for 
example  wastewater  treatment  facilities  and  transportation,  (2)  research  and 
development  and  (3)  human  capital-like  education  and  training-that  can 
increase  productive  capacity. 

Many  difficult  cases  arise,  however,  because  some  federal  expenditures 
do  not  fall  clearly  into  investment  or  operating  categories.  Defense 
procurement  and  health  care  are  the  two  most  important  of  these.  Major 
defense  systems  last  into  the  future,  and  on  that  ground  would  seem  to  be 
investments,  but  their  connection  to  increasing  the  capacity  for  private 
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production  in  the  future  is  not  clear,  and  on  that  ground  some  would  count 
such  costs  as  operating  expenditures.  A  federal  capital  budget  that  included 
both  investment  in  human  capital  (other  than  health  care)  and  defense 
investment  would  be  roughly  double  the  size  of  a  capital  budget  that  included 
himian  capital  but  excluded  defense  investment. 

Federal  spending  that  makes  people  healthier  often  makes  them  more 
productive,  which  would  argue  in  favor  of  counting  spending  on  health  care 
as  investment.  But  a  large  portion  of  all  health  care  spending  goes  to  those 
who  are  not  in  the  work  force  or  are  not  productive  because  of  age  or 
disability.  Thus,  all  spending  for  health  care  cannot  be  said  to  increase 
productivity,  even  though  it  does  provide  benefits  to  the  person,  or  the  family 
of  the  person,  receiving  the  health  care.  Moreover,  including  health  care 
payments  as  investment  may  set  policymakers  on  a  slippery  slope,  with  almost 
any  type  of  spending  being  classified  as  investment.  For  example,  if  Medicare 
is  an  investment,  why  not  also  include  food  stamps  on  the  grounds  that  a  well- 
fed  work  force  is  more  productive? 

Other  difficult  cases  exist.  For  example,  although  most  transfer 
payments  to  individuals  should  be  considered  operating  expenses,  assistance 
to  students  may  be  classified  as  an  investment  in  human  capital.  However, 
because  of  their  relatively  small  size,  the  classification  of  these  programs  has 
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more  limited  effects  on  measuring  consumption  or  capital  spending  than 
classifying  defense  and  health  spending. 

A  capital  budget  fully  consistent  with  the  rationale  offered  for  it  would 
assign  weights  to  various  types  of  spending  in  proportion  to  their  contribution 
to  productive  potential.  Such  an  elaborate  division  of  a  dollar  of  spending 
into  an  investment  component  and  an  operating  component  might  collapse 
under  the  weight  of  its  administrative  burden.  Consequently,  the  crucial 
classification  of  spending  must  be  made  using  simple,  reasonable,  or~if 
necessary-arbitrary  rules. 

Because  the  operating  budget  would  not  include  current  capital  spending, 
supporters  of  particular  spending  programs  have  a  strong  incentive  to  have 
their  program  defined  as  investment.  Given  this  incentive,  the  arbitrary 
nature  of  this  classification  could  pose  a  significant  risk  that  the  process  would 
be  abused  to  include  almost  all  spending  as  investment.  For  example,  some 
Members  of  Congress  have  pointed  to  President  Clinton's  expansive  use  of  the 
term  investment  in  his  economic  program  as  evidence  of  this  phenomenon. 

Moreover,  if  no  accepted  definition  of  investment  exists,  it  will  be 
extremely  difficult  to  ensure  that  the  scope  of  the  term  does  not  repeatedly 
expand  or  contract  based  on  evanescent  coalitions  built  by  supporters  or 
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opponents  of  particular  spending  programs.  These  dangers,  however,  could 
be  mitigated  if  depreciation  charges  in  the  operating  budget  led  to  new  taxes 
or  spending  cuts. 

Depreciation  Not  Known.  Charges  for  depreciation  should  provide  a 
reasonable  allocation  of  the  cost  of  an  investment  over  its  useful  life.  Ideally, 
these  depreciation  charges  should  be  determined  on  a  case-by-case  basis. 
However,  for  budget  planning  purposes,  depreciating  every  single  capital  good 
over  its  lifetime  is  unworkable  because  of  the  number  and  type  of  investments 
the  federal  government  makes.  Rates  of  depreciation  of  investments  in  such 
intangibles  as  education,  training,  and  research  and  development  would  be 
especially  problematic.  Even  some  proponents  of  capital  budgeting  agree  that 
we  do  not  know  how  to  measure  some  forms  of  depreciation  with  any 
reasonable  degree  of  accuracy,  and  that  attempting  to  monitor  and  record  the 
true  rate  of  depreciation  of  all  assets  would  be  impractical  at  the  level  where 
broad  budgetary  allocations  are  made. 

Advocates  of  capital  budgeting  respond  that  either  an  expert  body  or  the 
Congress  through  law  could  establish  depreciation  schedules.  Such  schedules 
may  not,  however,  live  up  to  the  desire  to  make  charges  for  depreciation  an 
accurate  reflection  of  the  "true"  annual  cost  of  long-lived  assets,  whose 
inclusion  in  the  budget  would  provide  decisiormiakers  with  new,  relevant,  and 
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useful  information.  In  any  event,  if  depreciation  charges  are  made  in  constant 
dollar  terms  and  are  applied  consistently  over  recent  budgetary  history, 
differences  in  the  assumed  useful  lives  of  assets  have  a  relatively  small  effect 
on  annual  depreciation. 

According  to  the  critics  of  capital  budgeting,  if  such  "new"  information 
is  the  result  of  somewhat  arbitrary  estimates,  taking  the  estimates  seriously 
would  be  hard.  Fully  resolving  these  conflicting  views  might  require 
establishing  simple  depreciation  rules  for  "macro"  decisions  and  more  complex 
rules  for  agency  (and  "micro"  budget)  decisionmaking,  much  like  the 
definitions  governing  spend-out  rates  under  current  budgetary  procedures. 
Making  these  consistent  will  not  be  an  easy  task. 

Capital  budget  supporters  argue  that  examples  of  bona  fide  depreciation 
schedules  already  exist.  The  Internal  Revenue  Code  currently  provides 
depreciation  schedules  for  the  full  panoply  of  private  investments.  In 
addition,  the  Office  of  Management  and  Budget  has  made  estimates  of 
depreciation  for  federally  financed  investment.  Federal  programs  such  as  the 
Tennessee  Valley  Authority,  various  power  authorities,  and  the  Department 
of  Defense  support  services  currently  estimate  depreciation  and  include  this 
as  a  cost  for  their  priced  services.  In  these  cases,  the  explicit  objective  is  to 
measure  accurately  the  cost  of  current  services  provided  and  to  affect 
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programmatic  decisiomnaking.  However,  the  quality  of  these  estimates  varies, 
and  they  have  no  direct  effect  on  the  deficit. 

Depreciation  forces  another  contentious  decision:  how  to  treat 
investments  made  before  a  capital  budget  is  enacted.  In  a  capital  budget, 
annual  depreciation  measures  the  effect  that  time  and  use  have  on  the 
productivity  of  federal  capital  stock.  Some  argue  that  the  costs  of  capital 
acquired  before  a  capital  budget  is  established  were  recognized  in  the  budget 
when  the  capital  was  purchased.  To  depreciate  these  old  goods  now,  they 
claim,  would  double-count  their  cost.  However,  this  position  would  grossly 
understate  capital  use,  would  misinform  the  Congress,  and  might  appear 
designed  to  keep  reported  spending  artificially  low. 

If  depreciation  for  a  federal  capital  budget  were  to  be  set  arbitrarily, 
opportunities  would  arise  to  misuse  the  process  to  reduce  the  up-front  cost  of 
investment  spending.  Supporters  of  spending  would  have  incentives  to 
exaggerate  the  useful  life  of  investment  to  reduce  the  near-term  budgetary 
charge  for  depreciation.  If  the  rules  governing  depreciation  schedules  were 
not  weU  established  and  adhered  to,  a  capital  budget  could  easily  become  a 
source  of  budget  gimmickry. 
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limits  on  Budget  Discipline 

The  federal  government  has  fewer  external  constraints  on  its  ability  to  spend 
and  borrow  than  do  other  economic  entities.  Unhke  others,  its  abiUty  to 
borrow  is  not  constrained  by  lenders*  assessments  of  ability  to  repay.  The 
federal  govenrnient—with  the  sovereign  power  to  tax  and  create  money—faces 
little  discipline  from  lenders,  who  are  assured  of  being  repaid  independent  of 
the  productivity  of  the  government's  investment.  The  restraint  that  does  exist 
is  almost  entirely  internal  and  must  be  self-imposed. 

The  existing  budget  process  is  a  crucial  element  in  the  govenmient's  self- 
imposed  limits.  One  of  its  key  concepts  is  that  the  total  cost  of  federal 
spending  decisions  should  be  recognized  in  outlays  and  the  deficit  when  the 
decision  to  spend  is  made.  Some  argue  that  a  capital  budget,  which  would 
recognize  the  cost  of  investments  over  their  useful  lives-long  after  the 
decision  to  spend-would  profoundly  weaken  the  constraining  influence  of  the 
budget  Depreciation  is  only  an  after-the-fact  measure  that  caimot  be  used 
to  control  investment  spending. 

To  increase  the  likelihood  that  capital  spending  could  be  controlled 
under  a  capital  budget,  new  mechanisms  to  ensure  budget  discipline  would 
need  to  be  instituted.    Caps  on  federal  investment  spending  could  be  set 
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annually  and  incorporated  into  the  budget  resolution.  These  targets  would  be 
analogous  to  the  targets  set  for  discretionary  spending  under  current 
procedures.  An  incentive  may  exist,  however,  to  increase  these  caps  at  the 
expense  of  other  spending. 

One  way  to  reduce  that  incentive  would  be  to  require  higher  tax 
revenues  or  offsetting  cuts  in  spending  at  the  point  that  depreciation  was 
charged  to  the  operating  account.  Some  analysts  beheve  that  the  decisions  on 
new  investment  would  be  constrained  by  the  perception  that  new  taxes  or 
spending  cuts  would  be  triggered  as  depreciation  charges  are  registered. 
Others  argue  that  such  a  buy-now,  pay-later  process  would  encourage 
excessive  capital  spending.  Without  explicit  annual  decisions  on  federal 
investment  spending,  recording  depreciation  as  outlays,  and  establishing  tough 
enforcement  of  operating-budget  norms,  the  capital  budget  is  not  a  reasonable 
alternative  to  current  practices. 

Even  if  such  control  mechanisms  could  be  estabUshed,  two  other 
problems  would  remain.  The  first  is  that  there  is  not  a  market  to  check  on 
the  desirability  of  public  investment.  Some  analysts  argue  that  nonfederal 
investment,  undertaken  by  those  subject  to  market  discipline,  is  likely  to  be 
more  productive  than  federal  investment  because  the  latter  may  be  guided  by 
parochial  political  considerations.    And,  in  fact,  adopting  a  federal  capital 
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budget  per  se  would  not  supply  a  useful  procedure  to  separate  productive 
from  unproductive  federal  investments.  Under  either  the  unified  budget  or 
a  capital  budget,  calculating  the  cost  and  benefits  of  an  investment  and 
comparing  it  with  other  investment  opportunities  is  the  only  rational  means 
of  making  federal  investment  decisions. 

A  bigger  hurdle  facing  the  Congress  would  be  trying  to  establish 
procedures  to  balance  the  operating  budget  under  a  capital  budget  system. 
The  operating-account  deficit  would  be  the  current  deficit  less  net  federal 
investment  (that  is,  federal  investment  spending  minus  depreciation). 

Our  rough  estimates  indicate  that  in  recent  years  depreciation  of  old 
investment  has  been  fairly  close  to  the  amount  of  new  investment.  As  a 
result,  the  current  federal  deficit  is  a  proxy  for  the  deficit  of  the  operating 
account  under  a  capital  budget.  In  the  near  term,  the  reduction  required  to 
achieve  a  balanced  budget  would  be  little  different  under  a  capital  budget 
regime. 

Deficit  reduction  has  been  an  elusive  objective  and  would  remain  so 
under  a  capital  budget.  Although  in  principle  an  operating-budget  rule  could 
be  designed  to  guarantee  an  operating-budget  balance  over  the  business  cycle, 
past  experience  suggests  such  guarantees  are  less  than  iron  clad.  A  continuing 
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inability  to  balance  the  operating  budget  would  lead  to  continued  inadequate 
national  saving  and  undercut  the  rationale  for  capital  budgeting 


Proposed  Capital  Budget  Legislation 

Both  H.R.  1050  (sponsored  by  Representative  Clinger)  and  H.R.  1182 
(sponsored  by  Representative  Wise)  would  establish  similar  forms  of  capital 
budgeting.  They  would  also  make  other  major  modifications  to  the  budget 
(for  example,  classifying  spending  according  to  different  funds). 

A  review  of  these  bills  in  terms  of  the  analysis  above  raises  several 
issues.  First,  both  bills  exclude  research  and  development  and  human  capital 
from  their  definitions  of  investment.  As  such,  they  arguably  exclude  federal 
spending  that  may  increase  future  economic  output.  In  general,  these 
exclusions  illustrate  the  difficulty  in  classifying  spending  into  investment  and 
operating  components.  Second,  the  bills  do  not  indicate  how  depreciation 
schedules  will  be  determined  and  kept  consistent.  Most  important,  neither  of 
the  bills  provides  a  mechanism  for  setting  annual  limits  on  investment 
spending.  That  is,  they  would  not  set  caps  on  total  investment,  nor  do  they 
specify  any  other  means  for  the  Congress  to  regulate  new  investment.    As 
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indicated  above,  depreciation  charges  arise  after  the  decision  to  invest  is  made 
and  cannot  be  the  point  of  control  for  current  spending. 

More  positively,  H.R.  1182  does  take  a  step  for  moving  to  a  balanced 
budget  norm  for  the  operating  account  by  requiring  the  House  Budget 
Committee  to  submit  legislation  that  would  eventually  eliminate  the  operating 
account's  deficit~a  welcome  recognition  of  the  pressing  need  to  get  national 
saving  to  the  right  level. 

CONCLUSION 

The  need  to  increase  national  saving  is  critical.  To  accomplish  this  increase, 
the  number  one  priority  for  budget  policy  should  be  to  reduce  spending  on 
consumption  by  private  or  federal  sources.  Although  a  capital  budget  may 
provide  a  more  explicit  process  for  examining  the  appropriate  mix  of  public 
and  private  investment,  and  may  provide  a  more  accurate  measure  of  the  split 
between  federal  investment  and  operating  costs,  this  consideration  is 
secondary  to  increasing  national  savings.  Moreover,  the  capital  budget  poses 
significant  risk  of  increased  consumption  during  a  time  when  reductions  in 
such  spending  are  needed. 
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Rather  than  moving  to  a  capital  budget,  it  may  be  more  appropriate  to 
continue  work  under  way  on  determining  how  to  identify  federal  investment 
and  how  to  measure  depreciation  on  federally  financed  investment.  These 
figures  could  be  used  to  guide  budget  planning  for  meeting  national  savings 
objectives  even  without  a  formal  capital  budget.  When  a  balanced  budget  is 
closer  to  being  achieved,  establishing  a  capital  budget  may  be  more  attractive 
than  it  is  today. 

Critics  suggest  that  failure  to  enact  a  capital  budget  now  will  result  in  a 
rapid  decline  of  productivity  as  American  infrastructure  becomes  completely 
obsolete.  An  increase  in  federal  infrastructure  spending,  however,  requires 
no  new  budget  procedures.  If  there  is  a  consensus  that  the  return  on  new 
federal  capital  exceeds  returns  on  alternative  uses  of  resources,  then  such 
spending  should  be  enacted.  Adopting  capital  budgeting  to  deal  with  this 
problem,  however,  would  be  a  high-risk  solution. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  discuss  proposals  to  establish  a 
federal  capital  budget.   Two  bills  before  this  Subcommittee,  H.R. 
1050  and  H.R.  1182,  focus  on  the  important  distinction  between 
federal  outlays  for  capital  investment  and  for  consumption.   The 
increased  interest  in  changing  the  budget  structure  to  focus  on 
programs  that  promote  long-term  economic  benefits  is  a  positive 
development.   Last  July  I  testified  before  another  committee  on 
similar  proposed  legislation  and  discussed  the  need  to  consider  the 
investment  implications  of  federal  budget  decisions  as  we  attempt 
to  get  our  fiscal  house  in  order  by  reducing  the  federal  deficit. 

The  nation's  long-term  economic  future  depends  in  large  part  upon 
today's  budget  and  investment  decisions.   However,  trends  in 
economic  investment  are  not  promising — the  overall  level  of  private 
economic  investment  stands  at  its  lowest  levels  in  three  decades. 
Moreover,  our  trading  partners  have  significantly  higher  levels  of 
investment.   In  1990,  the  United  States  ranked  last  in  gross  fixed 
capital  formation  among  the  24  nations  in  the  Organization  for 
Economic  Cooperation  and  Development.   Failure  to  reverse  these 
trends  will  doom  future  generations  to  a  stagnant  standard  of 
living  and  undermine  U.S.  competitiveness  in  the  world  economy. 

Because  the  deficit  absorbs  private  savings  otherwise  available  for 
domestic  investment,  it  exerts  the  single  most  Important  federal 
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influence  on  Investment.   The  surest  way  to  Increase  national 
savings  and  investment  would  be  to  reduce  this  unprecedented  level 
of  federal  dissaving  by  eliminating  the  deficit.   In  a  report 
issued  in  June  1992,  we  stated  that  moving  from  a  deficit  to  a 
budget  surplus  is  essential  to  improving  national  savings,  private 
investment,  and  long-term  economic  growth — vital  actions  needed  to 
help  the  next  generation  of  workers  support  a  larger  number  of 
retirees.^   Moreover,  we  concluded  that  we  have  no  choice  but  to 
deal  with  the  deficits  because  failure  to  take  action  will  result 
in  deficits  rising  to  20  percent  of  gross  national  product  (GNP), 
due  primarily  to  rising  health,  retirement,  and  the  associated 
interest  costs. 

In  addition  to  deficit  reduction,  well-chosen  federal  programs  can 
also  promote  an  environment  conducive  to  investment  and  long-term 
growth  in  ways  that  the  market  alone  cannot  provide.   Prograuns 
supporting  efficient  public  infrastructure,  an  educated  work  force, 
and  expanded  technological  innovation  can  make  important 
contributions.   Indeed,  it  would  be  unfortunate  if,  in  the  process 
of  cutting  the  deficit  to  increase  private  investment,  the 
government  reduced  effective  federal  investment  programs  as  well. 

Recent  budget  trends  are  not  encouraging  for  either  the  deficit  or 
federal  investment  progreuns.  The  growing  portion  of  the  budget 


^  BUDGET  POLICY;  Prompt  Action  Necessary  to  Avert  Long-Term 
Damage  to  the  Economy  (GAO/OCG-92-2,  June  5,  1992) 
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absorbed  by  Interest  payments  and  consumption  programs, 
particularly  health,  has  squeezed  the  discretionary  sector  of  the 
budget,  which  is  the  source  of  federal  Investment  funds.   Figure  1 
shows  that  federal  outlays  for  investment  progreuns  declined  as  a 
share  of  GNP  between  1980  and  1984  and  have  remained  relatively 
stable  at  the  lower  level  since  then.   During  the  1980s,  both 
federal  health  spending  and  net  interest  payments  on  the  national 
debt  surpassed  the  federal  share  of  GNP  for  public  investment. 


ngui*  1:  rMani  bivMtinaot,  Haattli  and  N«i  Iniaraat  Outlays  (1902-1991) 
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These  trends  in  the  investment  share  of  the  budget  did  not  result 
from  an  explicit  strategy  or  set  of  national  priorities.   Instead, 
they  represent  the  accumulated  results  of  many  individual  budget 
decisions  regarding  dozens  of  progreuns.   The  budget  is  not 
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currently  stmictured  to  promote  explicit  consideration  of  the 
composition  of  spending  for  Investment  and  consumption.   Both  of 
the  bills  before  this  Subcommittee  recognize  that  the  current 
budget  structure  does  not  adequately  meet  the  needs  of 
decisionmakers  and  an  informed  public  since  it  makes  no  distinction 
between  current  consumption  and  Investment  decisions  that  carry 
longer  term  economic  benefits. 

For  several  years,  we  have  advocated  better  planning  and  budgeting 
for  capital  Investments  to  provide  a  clearer  picture  of  the 
composition  of  federal  expenditures  and  to  help  focus  public 
attention  on  the  nation's  investment  needs.   We  still  believe  that 
the  budget  must  promote  consideration  of  the  longer  term  Impact  of 
capital  investment  decisions.   However,  our  recent  work  on 
investment  and  long-term  economic  growth  has  shifted  our  focus  from 
a  physical  capital  budget  to  a  broader  investment  component 
comprised  of  programs  and  activities  intended  to  directly  Improve 
the  prospects  for  higher  long-term  rates  of  national  productivity. 

I  would  now  like  to  talk  about  what  capital  budgets  are,  how  they 
have  traditionally  been  used,  and  our  current  position  on 
investment  and  capital  budgeting. 
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WHAT  IS  A  CAPITAL  BUDGET? 

A  capital  budget  segregates  capital  revenues  and  outlays  from  an 
operating  budget's  revenues  and  outlays.   Although  definitions  of 
what  constitutes  a  capital  investment  may  differ,  traditional 
capital  budgets  normally  define  capital  assets  narrowly  as  tangible 
assets  of  a  specific  dollar  value  that  are  intended  for  long-term 
use  or  possession,  are  relatively  permanent  in  nature,  and  are  not 
intended  for  resale. 

Most  state  and  local  governments  have  had  considerable  experience 
with  capital  budgeting.   In  our  1986  report  on  states'  capital 
budgeting  practices,*  37  of  45  states  responding  to  a  questionnaire 
indicated  that  they  have  a  distinct  capital  budget  reporting 
capital  amounts  separately.   Frequently,  the  states'  capital  items 
are  separated  from  the  operating  budget  because  most  states  have  a 
legal  requirement  to  balance  operating  budgets.   State  governments 
often  issue  long-term  debt  for  capital  investments  in  the  form  of 
earmarked  bonds  and  generally  do  not  include  depreciation  of 
capital  assets  in  their  budgets. 

Business  enterprises  have  capital  budgets  that  show  large  capital 
outlays  scheduled  to  be  made  in  future  years,  the  proposed  means  to 
finance  them,  and  their  expected  benefits.  The  purpose  of  these 


'Budget  Issues!   Capital  Budgeting  Practices  in  the  States 
(GAO/AFMD-86-63FS,  July  15,  1986). 
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budgets  Is  to  help  evaluate  the  need  for  and  costs  of  acquiring  and 
financing  long-lived  assets.   For  financial  reporting  purposes, 
businesses  charge  depreciation  in  order  to  (1)  allocate 
proportionately  the  investment  costs  of  depreciable  assets  to  each 
accounting  period  during  which  the  asset  is  used  in  the  production 
of  goods  and  services  and  (2)  recognize  the  decline  of  service 
potential . 

Unlike  state  and  local  governments  and  business  enterprises,  the 
federal  government  has  had  no  experience  using  a  capital  budget. 
Its  unified  cash-based  budget  treats  outlays  for  capital  and 
operating  activities  the  seune.   Federal  debt  is  undertaken  for 
general  purposes  of  the  government  rather  than  for  specific 
projects  or  activities. 

GAP'S  CAPITAL  AND  INVESTMENT  COMPOWEWTS 

Currently,  the  federal  unified  budget  focuses  policymakers' 
attention  on  the  impact  of  federal  cash  borrowing  on  the  economy. 
Such  a  focus  is  critical  to  understanding  how  federal  budgetary 
decisions  in  the  aggregate  affect  the  business  cycle  in  the  short 
term  as  well  as  potential  consequences  for  longer  term  economic 
output.  However,  the  unified  budget  does  not  highlight  the 
different  impacts  of  that  various  types  of  spending  would  have  on 
the  long-term  potential  output  of  the  economy.  Federal  spending 
for  well  chosen  investment  programs  most  likely  increases  the 
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future  capacity  of  the  economy,  compared  to  an  equivalent  amount  of 
spending  for  consumption  progreuns. 

By  recognizing  the  different  Impact  of  various  types  of  federal 
spending,  an  Investment  focus  within  the  budget  would  provide  a 
valuable  supplement  to  the  unified  budget's  concentration  on 
macroeconomlc  Issues  by  directing  attention  to  the  consequences  of 
choices  within  the  budget  for  long-term  economic  growth. 
Policymakers  would  then  have  a  new  tool  for  deciding  Investment  and 
consumption  priorities  within  the  budget  as  well  as  prioritizing 
programs  within  the  Investment  sector. 

Having  established  the  need  for  such  an  Investment  focus  Is  only 
the  first  step  down  a  long  path  toward  defining  and  Implementing 
such  a  concept  In  budgetary  terms.   Mr.  Chairman,  there  Is  no 
single  "right"  way  to  define  capital  for  budgeting  purposes.  The 
point  Is  that  the  budget  should  highlight  for  policymakers  the 
group  of  progreuns  that  they  consider  to  have  long-term  benefits 
warranting  their  attention. 

For  example,  states  focus  on  physical  capital  In  their  capital 
budgets,  and  not  on  research  and  development,  because  the  latter 
cannot  be  contained  within  a  state.   Individuals  move  from  state  to 
state  and  research  results  can  be  used  without  regard  to  state 
boundaries.   The  federal  government  Is  different  In  this  respect 
since  Its  research  and  development  Investments,  for  the  most  part. 
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remain  within  and  benefit  the  country.   Accordingly,  the  scope  of  a 
federal  capital  budget  should  be  broader  to  encompass  the  types  of 
programs  we  undertake  that  have  an  impact  on  long-term  economic 
growth — principally  spending  on  research  and  development  and 
education  and  training  as  well  as  some  physical  capital. 

The  investment  budget  focus  we  have  in  mind  includes  spending  on 
activities  that  enhance  long-term  productivity,  regardless  of 
whether  they  are  tangible  or  intangible,  and  focuses  on  investments 
for  the  benefit  of  the  economy  as  a  whole,  not  just  the  federal 
government . 

Under  this  concept,  a  federal  investment  budget  would  include 
grants  for  physical  capital,  spending  for  research  and  development, 
and  human  capital  activities,  such  as  education  and  training,  which 
are  intended  to  increase  productivity.   It  would  also  include 
spending  for  some  federally  owned  physical  capital,  such  as 
construction  of  research  and  development  facilities,  water 
projects,  and  air  traffic  control  systems  having  a  direct  bearing 
on  long-term  economic  growth.  Unlike  traditional  capital  budgets, 
however,  an  investment  budget  would  not  include  spending  on 
physical  assets,  such  as  federal  office  buildings  and  military 
weapon  systems,  which  are  primarily  used  to  carry  out  federal 
agency  missions.   Such  expenditures  may  improve  the  efficiency  of 
government  agency  operations  and  create  jobs  in  the  short  term  in 
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particular  regions  of  the  country;  however  they  do  not  generally 
improve  the  economy's  longer  term  productive  capacity. 

Our  approach  does  not  preclude  the  use  of  more  traditional  capital 
budgeting  concepts  for  spending  on  federal  operations,  such  as  the 
acquisition  of  office  buildings  or  financial  management  systems. 
In  fact,  we  can  see  some  advantages.   Such  a  budget  presentation 
would  put  capital  investment  in  government  operations  on  a 
comparable  basis  with  spending  to  support  current  operations. 
Moreover,  other  changes  not  requiring  a  formal  capital  budget  could 
help  put  internal  federal  operations  for  capital -type  expenditures 
on  a  more  businesslike  basis.   For  exeunple,  greater  use  of 
revolving  fund  concepts  to  finance  internal  agency  capital 
purchases  could  promote  greater  agency  attention  to  their  costs  and 
benefits.   However,  the  need  for  policymakers  to  develop  a  long- 
range  economic  perspective  on  their  budgetary  decisions  argues  for 
a  separate  focus  in  the  budget  on  those  investment  prograuns  having 
a  long-term  impact  on  the  potential  productive  capacity  of  the 
economy. 

Budgeteers  have  expressed  a  concern  about  investment  or  capital 
budgeting  potentially  elevating  the  programs  covered  to  the  status 
of  sacred  cows,  thus  providing  an  incentive  to  distort  the 
definition  of  investment  to  include  progreuns  which  have  only 
tangential  long-term  economic  benefits.   This  is  a  legitimate 
concern  that  surrounds  any  effort  to  make  meaningful  distinctions 
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in  the  budget.   However,  controversial  definitional  Issues  can  be 
resolved,  as  the  1990  Budget  Enforcement  Act  proved  In  defining 
mandatory  programs.   To  develop  and  enforce  a  definition  of 
Investment,  the  executive  and  legislative  branches  would  need  to 
reach  a  similar  agreement.   Furthermore,  we  believe  that  vigilant 
oversight  is  vital  to  avoid  abuses;  periodic  audits  of  the 
Implementation  of  investment  budgeting  would  help  prevent  such 
abuses.   Controversy  over  the  definition  will  likely  escalate  if 
the  investment  category  receives  any  type  of  favorable  budget 
treatment,  including  some  of  the  features  I  will  discuss  next. 

USING  AN  INVESTMENT  COMPONENT  IN  BUDGETING 

Definitional  issues  are  only  one  of  a  series  of  decisions  that  need 
to  be  considered  in  developing  a  capital  or  investment  budget. 
Other  issues  include  determining  how  to  use  such  budgetary 
information  in  (1)  making  resource  allocation  decisions  about  the 
overall  size  of  federal  borrowing  and  the  deficit  and  (2) 
allocating  federal  resources  among  competing  budgetary  claims. 

I  would  like  to  discuss  four  alternative  approaches  for  using  an 
Investment  component  to  make  budget  decisions  and  helping  the 
government^  focus  on  long-term  economic  growth: 

—  display  federal  spending  as  Investment  or  nonlnvestment  based  on 
established  criteria  applied  to  the  activity's  Intent, 
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--  include  depreciation  of  investment  activities  in  the  budget, 

—  permit  deficit  financing  of  the  investment  activities,  and 

—  establish  annual  investment  targets  agreed  upon  by  the  Congress 
and  the  administration. 

The  approaches  are  not  mutually  exclusive.   They  are  presented 
separately  in  order  to  discuss  their  potential  effectiveness  as 
vehicles  to  focus  on  the  investment  consequences  of  budgetary 
decisions.   Among  the  issues  to  be  considered  are  the  potential 
problems  each  approach  could  cause  for  budgetary  control  and  the 
conduct  of  overall  fiscal  policy. 

Display  Investment  Activities 

In  this  approach,  the  President's  budget  presentation  would 
categorize  and  display  spending  and  revenue  as  investment  or  non- 
investment  based  on  established  criteria  applied  to  the  activity's 
intent.   The  Office  of  Management  and  Budget  classifies  all 
spending  in  federal  budget  accounts  as  investment  or  noninvestment 
using  character  classification  codes  after  executive  budget 
decisions  have  been  made.  This  coding  structure,  if  used  in 
executive  branch  budget  formulation,  could  be  used  as  a  starting 
point  to  identify  investment  activities  in  the  budget  based  on  any 
agreed-upon  definition  of  investment. 
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For  many  years,  an  alternative  budget  presentation  or  special 
analysis  that  distinguishes  between  spending  for  Investment  and 
spending  for  current  operations  accompanied  the  President's  budget. 
Special  Analysis  D,  "Investment,  Operating,  and  Other  Outlays,"' 
was  included  in  the  special  analyses  budget  document  from  the  1950s 
through  the  1990  budget  presentation.   Beginning  with  the  1991 
budget,  alternative  budget  presentations  on  physical  and  other 
capital  replaced  Special  Analysis  D.   A  collection  of  summary 
tables,  "Federal  Investment  Outlays,"  is  Included  in  the  fiscal 
year  1994  budget.*   These  presentations  included  as  Investment 
major  defense  and  nondefense  spending  for  physical  capital, 
research  and  development,  and  conduct  of  education  and  training. 
The  displays  distinguish  between  national  defense  and  nondefense 
Investment  outlays  and  between  grants  to  state  and  local 
governments  and  direct  federal  Investment  outlays. 

However,  none  of  these  alternative  presentations  has  been  used  In 
budget  formulation  and  none  has  been  part  of  the  formal  budget 
process.   The  presentation  is  assembled  after  executive  budget 
formulation  decisions  have  been  made.   Further,  these  have  not 
presented  the  entire  budget  so  that  investment  can  be  viewed  in  the 


'The  title  of  Special  Analysis  D  changed  over  the  years.  It  has 
also  been  called  "Federal  Investment  and  Operating  Outlays"  and 
"Federal  Investment  Outlays." 

*Thls  presentation  is  different  than  the  budget  section 
"Investment  Proposals,"  which  is  a  list  of  appropriation  accounts 
by  agency  for  which  the  administration  is  seeking  Increased 
levels  of  funds. 
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context  of  all  federal  spending.   Nevertheless,  such  a  display 
could  prove  to  be  useful  in  providing  additional  information  for 
the  congressional  decisionmaker. 

Depreciate  Investments 

Depreciating  investments  has  some  theoretical  advantages  but  many 
unresolved  practical  problems  in  definition  and  implementation. 
Depreciating  investments  in  the  federal  budget  would  place  the 
costs  recorded  in  the  budget  for  assets  intended  to  yield  long-term 
benefits  on  an  equal  footing  with  operating  expenditures. 
Normally,  appropriations  and  outlays  are  recorded  on  a  cash  basis 
in  the  federal  budget,  which  tends  to  front-load  the  costs  of 
programs  intended  to  produce  long-term  benefits.   Some  argue  that 
this  large  initial  commitment  of  resources,  and  the  resulting 
additions  to  the  current-year  deficit,  make  investments 
unattractive  compared  to  other  types  of  spending,  especially  under 
the  existing  budget  process  with  its  spending  caps. 

Corporations  use  depreciation  to  allocate  costs  over  an  asset's 
useful  life  for  financial  reporting  purposes.   Depreciation  could 
be  used  in  the  federal  budget  in  a  similar  manner  to  distribute 
outlays  over  the  useful  life  of  the  investment  and  incrementally 
add  outlays  to  the  deficit.   An  advantage  of  depreciation  is  that 
it  reflects  the  cost  of  goods  or  services  in  the  period  that  they 
are  used  or  consumed.   Depreciation  could,  therefore,  assist  in 
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measuring  cost  for  future  planning  and  allocation.   It  would  also 
ensure  that  the  operating  budget  appropriately  recognizes  the 
annual  consumption  of  capital  budget  outlays. 

There  are  problems,  however,  with  using  depreciation  in  the  federal 
budget.   The  reported  deficit  would  be  lower  than  actual  cash 
borrowing  needs  because  outlays  would  not  be  reported  on  a  cash 
basis.   Spending  decisions  might  be  based  on  questionable  data  due 
to  the  arbitrary  nature  of  depreciation  schedules.   Such  schedules 
have  not  been  established  for  the  many  unique  assets  government 
supports,  and  it  is  not  difficult  to  imagine  the  kinds  of 
controversies  their  use  for  budgetary  scorekeeping  purposes  could 
engender.   Investments  in  human  capital  would  be  particularly 
difficult  to  depreciate.   If  only  physical  capital  were 
depreciated,  however,  it  would  receive  a  more  favorable  budget 
treatment  than  human  capital. 

Both  bills  before  this  Subcommittee  require  the  recording  of 
depreciation  in  the  operating  budget  through  an  asset  consumption 
charge,  defined  as  the  systematic  and  rational  allocation  of  the 
annual  cost  (historical,  replacement,  or  current  value)  of  a 
physical  asset.   The  asset  consumption  charge  would  allocate  annual 
capital  costs  to  the  operating  budget.   The  bills  do  not  specify 
whether  the  full  amount  of  budget  authority  for  the  capital 
investment's  full  price  would  be  appropriated  upfront  or  whether  it 
would  be  appropriated  incrementally  over  the  life  of  the  asset. 
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Many  budgeteers  have  raised  the  concern  that  unless  the  full  amount 
of  budget  authority  Is  appropriated  upfront,  the  ability  to  control 
decisions  at  the  point  when  total  resources  are  being  committed  to 
a  particular  use  Is  relinquished.   From  a  broad  public  policy 
standpoint.  It  is  probably  desirable  that  decisions  on  capital 
progreuns  Incorporate  the  full  future  cost  commitment  entailed  by 
such  programs.   In  1990,  the  Congress  moved  credit  progreuos  in  this 
direction  by  passing  the  Credit  Reform  Act,  which  required  up- front 
appropriation  of  the  full  accrued  subsidy  costs  for  the  life  of  the 
loan  or  loan  guarantee. 

Currently,  the  law  requires  agencies  to  have  budget  authority 
before  they  can  obligate  or  spend  funds  on  any  item.   Underlying 
budget  concepts  embodied  in  appropriations  law  would  have  to  be 
changed  to  permit  agencies  to  incur  obligations  for  the  total  price 
of  an  investment  while  only  having  budget  authority  for  1  year's 
depreciation  of  the  investment. 

Alternatively,  budget  authority  for  the  Investment's  full  price 
could  be  provided  upfront  (as  is  currently  done)  and  also  provided 
for  depreciation.   The  amount  provided  for  depreciation  would  be 
charged  against  operating  budgets  and  could  be  used  for  either 
asset  malnl:enance  or  replacement.  Controls  would  need  to  be 
established  to  ensure  that  the  budget  authority  was  accumulated  and 
used  for  that  purpose  rather  than  for  general  operations. 
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Using  depreciation  in  budgeting  is  meant  to  remove  what  some 
believe  to  be  a  bias  against  capital  investments — the  requirement 
for  full  up-front  funding  for  such  investments.   However,  the 
ability  to  deficit  finance  capital,  as  in  H.R.  1182,  would  give 
capital  spending  an  advantage  over  noninvestment  spending  since  the 
operating  budget  is  required  to  balance  eventually.   Combining 
depreciation  with  deficit  financing  would  give  capital  spending  a 
double  advantage. 

The  Federal  Accounting  Standards  Advisory  Board  (FASAB)  will  be 
addressing  the  appropriate  use  of  depreciation  for  federal 
accounting  purposes.   It  is  not  clear  what  types  of  investment,  if 
any,  would  be  depreciated  for  accounting  purposes.   If  depreciation 
concepts  are  to  be  used  in  budgeting,  it  would  be  desirable  that 
they  be  developed  in  concert  with  accounting  concepts. 

Deficit  Finance  Investments 

This  approach  would  permit  borrowing  to  finance  investment 
activities,  as  in  H.R.  1182.   In  a  traditional  capital  budget, 
capital  is  financed  primarily  through  long-term  borrowing.   The 
majority  of  state  governments  have  some  form  of  a  capital  budget. 
States  use  a  combination  of  short-term  and  long-term  debt  to 
finance  capital  expenditures.   Long-term  debt,  however,  is  the  most 
frequently  used  debt  financing  tool  for  capital  assets.   Some 
advocates  of  intergenera^ional  equity  (which  calls  for  spreading 
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the  costs  fairly  among  the  generations  receiving  benefits)  argue 
that  capital  Items,  which  are  used  for  many  years,  should  be 
financed  by  borrowing.   In  theory,  the  term  of  the  borrowing  should 
coincide  with  the  life  of  the  capital  asset  and,  as  a  project 
generates  services  over  a  number  of  years,  the  services  would  be 
paid  for  by  the  generation  benefitting  from  them.   In  practice, 
however,  states  finance  capital  projects  through  a  combination  of 
current  revenues  and  debt  financing  and  certain  states  do  not  link 
the  financing  method  and  borrowing  maturity  to  a  capital  asset  or 
its  useful  life. 

As  I  observed  at  the  outset  of  this  testimony,  eliminating  the 
deficit  and  actually  bringing  about  a  budgetary  surplus  over  the 
next  decade  constitutes  the  most  important  federal  contribution  to 
enhancing  national  investment  and  long-term  growth.   Permitting 
deficit  financing  of  investment  might  Increase  federal  Investment, 
but  the  federal  deficit  could  well  be  larger,  thus  counteracting 
the  budget  balancing  goal  and  actually  reducing  long-term  levels  of 
Investment  in  the  national  economy.   Further,  In  the  short  run, 
permitting  deficits  to  finance  capital  could  heunper  the  federal 
government's  ability  to  control  Inflation  through  fiscal  policy — a 
responsibility  states  do  not  have. 

Deficit  financing  of  investment  would  create  another  problem  for 
the  integrity  of  any  budget  process.   If  Investments  can  be  deficit 
financed  while  other  types  of  activities  cannot,  there  would  be 
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significant  incentives  to  try  to  categorize  other  activities  as 
investment.   Unlike  the  rest  of  the  budget,  activities  categorized 
as  investment  would  not  be  subject  to  the  same  degree  of  pressure 
to  reduce  the  deficit. 

We  do  not  support  H.R.  1182 's  requirement  that  the  budget's 
operating  component  be  eventually  balanced  while  capital  investment 
spending  be  deficit  financed.   Instead,  we  believe  the  trade-off 
between  investment  and  noninvestment  activities-  should  be 
determined  within  overall  fiscal  policies  and  established  deficit 
reduction  targets.   As  I  said  earlier,  the  surest  way  to  increase 
investment  is  to  increase  savings,  and  the  surest  way  to  increase 
savings  is  to  decrease  the  deficit. 

Establish  Investment  Targets 

The  Budget  Enforcement  Act  of  1990  (BEA)  established  a  set  of  caps 
on  discretionary  spending  as  part  of  the  budget  control  regime. 
Investment  spending  could  be  considered  formally  in  the  budget 
process  by  establishing  similar  aggregate  targets  for  Investment. 
Since  we  believe  that  the  primary  budgetary  objective  should  be  to 
reduce  the  deficit,  a  declining  unified  budget  deficit  path  should 
be  determined  first.  Then,  within  that  path,  a  target  for 
investment  spending  could  be  established  to  shift  the  spending  mix 
to  include  more  investment.   Policymakers  could  evaluate  individual 
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investment  programs  to  determine  which  competing  investments  should 
be  selected  within  the  overall  target. 

Setting  an  investment  target  would  require  policymakers  to  evaluate 
the  current  level  of  investment  spending  and  would  encourage  a 
conscious  decision  about  an  appropriate  overall  level  of 
investment.   Given  the  way  the  budget  is  now  controlled,  however,  a 
number  of  implementation  questions  would  be  raised  by  deciding  to 
increase  investment  spending.   These  questions  include  the 
following: 

—  On  what  basis  can  a  conscious  decision  be  made  on  an  appropriate 
level  of  investment  and  how  can  we  be  assured  that  only 
worthwhile  projects  are  funded? 

—  Within  the  current  budget  enforcement  framework,  would  separate 
floors  (that  is,  targets),  as  well  as  caps  be  necessary? 

—  How  would  investment  and  noninvestment  activities  be  allocated 
to  congressional  committees? 

—  Would  trade-offs  be  allowed  between  discretionary  spending  for 
investment  and  mandatory  programs  that  support  consumption  or 
only  within  the  discretionary  category? 

In  our  view,  this  approach  has  the  advantage  of  focusing  budget 
decisionmakers  on  the  overall  level  of  investment  supported  in  the 
budget  without  losing  sight  of  the  unified  budget  deficit's  impact 
on  the  economy.   It  also  has  the  advantage  of  building  on  the 
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current  congressional  budget  process  as  the  framework  for  making 
decisions. 

CHOOSING  FEDERAL  INVESTMENT 

Regardless  of  how  the  budget  is  structured  to  display  federal 
investment,  it  will  be  Important  to  choose  those  investments 
wisely.   At  the  request  of  Senator  Bradley,  we  have  been  developing 
a  freunework  for  selecting  federal  investment  programs  that  could 
assist  the  Congress  in  making  investment  decisions. 

Ideally,  policymakers  should  have  access  to  measures  of  relative 
rates  of  return  from  federal  investment  progreuns  in  allocating 
resources  among  programs.   However,  such  data  are  scarce  and 
additional  research  is  needed  to  develop  more  and  better 
information  on  the  economic  effects  of  various  types  of  investment 
proposals.   Nevertheless,  a  few  well  considered  questions  may  help 
congressional  decisionmakers  assess  the  relative  worth  of  competing 
investments . 

Is  the  investment  worth  making?   Potential  economic  returns  may 
determine  whether  to  embark  on  a  plan  for  increased  federal 
investment.   In  seeking  x.he   "best"  federal  investment,  however, 
decisionmakers  should  consider  not  only  estimated  returns,  but  also 
whether  the  proposal  truly  addresses  a  public  need  and  whether  the 
federal  government  is  the  right  entity  to  address  that  need. 
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Questions  about  whether  the  private  sector  or  other  levels  of 
government  should  be  expected  to  make  such  an  investment  would  be 
pertinent.   Alternative  approaches  to  meeting  the  perceived  public 
need  should  be  considered  before  rushing  to  address  the  problem 
with  federal  outlays.   For  example,  some  analysts  have  suggested 
that  charging  airlines  landing  fees  based  on  time  of  day  rather 
than  aircraft  weight  couid  help  reduce  congestion  at  airports, 
possibly  alleviating  the  need  for  expensive  new  airports. 

Is  the  investment  program  well  designed?  Even  the  best  potential 
investment  program  can  be  rendered  ineffective  by  poor  design. 
Decisionmakers  should  consider  design  issues  to  promote  effective 
program  delivery,  including  (1)  coordination  with  state  and  local 
governments  and  other  federal  policies  and  (2)  targeting  of  funds 
to  areas  with  greatest  needs.   For  example,  until  recently,  federal 
highway  policy  encouraged  new  highway  construction  and  major 
repairs,  but  prohibited  the  use  of  federal  funds  for  preventative 
maintenance  even  though  preventative  maintenance  could  prove  cost 
effective.   Policymakers  need  to  be  aware  of  the  possibility  that 
the  states  and  localities  could  use  federal  investment  funds  to 
supplant  their  own  spending;  Studies  have  suggested  that  even  the 
prospect  of  additional  federal  grant  funds  can  prompt  states  and 
localities  to  reduce  their  planned  spending,  which  ironically  could 
trigger  a  decline  in  total  overall  public  spending  for  the  funded 
activity. 
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How  can  the  investment  program's  results  be  evaluated?  Whether  the 
federal  government  has  indeed  selected  good  investments  can,  of 
course,  only  be  known  after  the  investments  have  been  made.   But  it 
will  be  important  to  future  federal  investment  to  consider  how 
investments  selected  today  might  be  evaluated  tomorrow  and  to  begin 
to  collect  the  information  necessary  for  that  evaluation.   Too  much 
of  the  information  decisionmakers  need  to  assess  potential 
investments  is  unavailable.   As  a  result,  the  federal  government's 
current  investments  are  continued  without  any  evidence  that  they 
are  good  investments.   Program  evaluation  is  always  important,  but 
if  investment  were  to  be  favored  through  a  restructured  budget, 
evaluation  of  the  investraents '  success  would  become  even  more 
critical. 

CONCLUSIONS 

Mr.  Chairman,  we  share  your  concern  about  investment  and  long-term 
economic  growth  in  the  United  States  and  the  role  that  budget 
decisions  play  in  promoting  that  growth.   The  most  important 
contributions  the  federal  government  can  make  to  a  healthy  and 
growing  economy  are  (1)  reducing  the  federal  deficit  and  (2)  making 
wise  decisions  on  investments  that,  will  foster  economic  growth. 
The  current  budget  structure,  with  its  focus  on  short-term  goals, 
does  not  meet  these  needs . 
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If  we  are  to  increase  long-term  economic  growth,  the  budget  must  be 
structured  to  focus  on  long-term  decision-making.   A  federal 
investment  budget  component  could  help  the  Congress  and  the 
President  make  better  informed  decisions  regarding  federal  spending 
on  consumption  versus  investments  for  the  future.   Recognizing  the 
importance  of  the  deficit  to  long-term  growth,  however,  such  a 
component  should  be  established  within  the  context  of  a  unified 
budget  framework  seeking  to  reduce  the  deficit  over  an  appropriate 
period.   Establishing  investment  targets  in  the  congressional 
budget  resolution  would  be  a  useful  and  feasible  way  to  implement 
this  concept. 

I  commend  the  Subcommittee  for  bringing  the  budget  structure  issue 
forward  for  public  debace.   Debate  on  the  bills  before  you  today 
may  begin  moving  the  budget  toward  a  recognition  of  the 
contribution  of  public  investment  to  our  economy. 

Mr.  Chairman,  this  concluaes  my  remarks.   I  would  be  happy  to 
answer  any  questions  thac  you  or  Members  of  the  Subcommittee  may 
have  at  this  time. 
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FEDERAL  CAPITAL  BUDGETING 


wednesday,  june  16,  1993 

House  of  Representatives, 
Subcommittee  on  Economic  Development, 
Committee  on  Public  Works  and  Transportation, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:00  a.m.,  in  Room 
2167,  Raybum  House  Office  Building,  Hon.  Robert  E.  Wise,  Jr. 
[chairman  of  the  subcommittee]  presiding. 

Mr.  Wise.  Grood  morning.  Today  the  subcommittee  meets  for  the 
second  day  of  hearings  on  the  subject  of  establishing  a  federal  cap- 
ital budget  and  three  bills  referred  to  the  Public  Works  and  Trans- 
portation Committee— H.R.  1050,  H.R.  1138,  and  H.R.  1182— that 
address  that  issue. 

I  want  to  welcome  and  thank  our  witnesses  who  have  taken  time 
from  their  busy  schedules  to  come  here  to  testify  today. 

At  our  first  day  of  hearings  we  received  some  excellent  state- 
ments and  had  very  interesting  and  helpful  discussions.  Our  wit- 
nesses were  people  who  have  had  considerable  experience  over  the 
years  with  the  federal  budget  and  have  looked  closely  at  the  many 
details  involved  in  dividing  the  current  federal  unified  budget  into 
a  capital  budget  and  an  operating  budget. 

Robert  W.  Hartman,  assistant  director,  special  studies  division  at 
the  Congressional  Budget  Office,  expressed  CBO's  view  that,  in  a 
different  fiscal  atmosphere,  the  potential  advantages  of  a  capital 
budget  could  outweigh  a  number  of  the  hazards  that  would  arise, 
such  as  the  problems  associated  with  defining  federal  investment 
and  determining  depreciation  and  the  uncertainty  about  the  ability 
of  the  budget  process  to  control  or  limit  consumption  and  capital 
spending.  However,  while  acknowledging  that  a  capital  budget  may 
provide  a  more  explicit  process  for  examining  a  good  mix  of  public 
investment  and  operating  expenses,  CBO's  major  concern  is  that  it 
would  detract  from  the  more  important  task  of  reducing  the  federal 
drain  on  nationad  savings  and  balancing  the  budget.  Therefore,  con- 
sideration of  a  capital  budget  should  take  second  place. 

Pat  Choate,  director.  Manufacturing  Policy  Project,  is  a  strong 
supporter  of  capital  budgeting.  In  his  view,  the  fact  that  the  federal 
government  does  not  ^stinguish  between  capital  and  operating 
outlays  is  one  of  the  principal  reasons  for  the  disorder  in  our  fed- 
eral infrastructure  practices.  The  result,  he  said,  is  fewer  dollars 
for  infrastructure,  which  in  turn  impedes  our  nation's  economic 
growth  and  sound  policy  making  and  management  at  state  and 
local  levels  that  depend  on  the  federal  government  for  half  of  their 
public  works  dollars.  Problems  related  to  identifying  investment  vs. 
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operating  expenses  and  determining  depreciation  are  not  insur- 
mountable, Choate  said,  and  he  suggested  they  could  initially  be 
handled  with  a  simple  approach  taking  a  limited  number  of  items 
such  as  domestic  public  works  as  a  baseline  and  then  expanding 
and  adjusting  over  time. 

Letitia  Chambers  of  Chambers  Associates,  and  formerly  with  the 
Senate  Budget  OfRce,  said  that  the  current  unified  budget  struc- 
ture is  obsolete,  that  it  understates  the  extent  to  which  general 
revenues  fail  to  cover  government  costs  and  is  a  poor  measure  in 
the  budget  decision-making  process.  She  and  a  colleague,  James 
Rotherham,  coauthored  a  paper  entitled  "Restructuring  the  Federal 
Budget"  in  which  they  advocate  dividing  the  budget  into  three  dis- 
crete budgets:  one  of  which  would  be  a  capital  investment  budget 
reflecting  investments  for  the  future  and  include  expenditures  for 
programs  and  activities  with  multiple-year  lives  that  have  the  po- 
tential to  raise  future  productivity.  A  second  would  be  an  income 
replacement  budget  to  reflect  past  commitments  to  workers  such  as 
social  security,  federal  employee  retirement  programs,  and  unem- 
ployment insurance.  A  third  would  be  an  operating  budget  for  all 
other  programs  and  activities  that  reflect  current  consumption. 

The  importance  of  the  capital  budget  to  deficit  reduction,  they 
state,  is  more  in  its  ability  to  focus  federal  spending  on  ways  to  in- 
crease economic  growth  that  will  help  reduce  the  deficit  over  the 
long  term,  rather  than  as  a  tool  to  immediately  reduce  the  deficit 
by  depreciation  write-offs. 

Paul  Posner,  director  of  Budget  Issues,  Accounting  and  Financial 
Management  Division  at  the  Gieneral  Accounting  Office,  stated  that 
an  important  new  tool  for  policymakers  would  be  investment  focus 
within  the  federal  budget  that  would  direct  attention  to  choices  for 
long-term  economic  growth.  Eliminating  the  budget  deficit  and  cre- 
ating a  surplus  would  be  the  most  important  federal  contribution 
to  improve  national  investment,  and  the  current  budget  structure 
does  little  to  help  achieve  those  goals. 

GAO's  recent  work  on  investment  and  long-term  growth  has 
shifted  from  a  focus  on  a  traditional  federal  mission-oriented  cap- 
ital budget,  which  included  items  such  as  physical  capital  and  in- 
frastructure as  well  as  defense  items,  office  buildings,  management 
and  computer  systems,  to  a  broader  investment  component  consist- 
ing of  programs  and  activities,  whether  they  are  tangible  or  intan- 
gible, designed  to  improve  prospects  for  higher  rates  of  productivity 
and  create  wealth  for  the  economy  as  a  whole,  not  just  the  federal 
government.  Posner  then  discussed  the  pros  and  cons  of  four  alter- 
native approaches  GAO  is  working  on  to  help  focus  on  long-term 
economic  growth — approaches  which  are  not  mutually  exclusive:  (1) 
display  federal  spending  as  investment  or  noninvestment  based  on 
established  criteria  applied  to  the  activity's  intent;  (2)  include  de- 
preciation of  investment  activities  in  the  budget;  (3)  permit  deficit 
financing  of  the  investment  activities;  and,  (4)  establish  annual  in- 
vestment targets  agreed  upon  by  the  Congress  and  the  administra- 
tion. 

Clearly,  there  were  different  opinions  on  how  to  restructure  the 
existing  budget  and  what  the  most  significant  components  should 
be — however,  there  was  some  common  ground  as  well. 
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Today,  we  look  forward  to  hearing  additional  views  from  expert 
witnesses  on  the  present  budget  process  and  possible  new  capital 
budget  accounting  procedures. 

Mr.  Clinger,  do  you  have  remarks? 

Mr.  Clinger.  TTiank  you,  I  appreciate  the  opportunity  to  sit  in 
as  an  ad  hoc  Ranking  Member  on  this  issue  which  has  been  a  long- 
term  interest  to  me  and  to  you. 

I  agree  with  you.  I  hope  that  we  will  be  able  to  generate  more 
than  the  eyes  rolling  up  in  the  back  of  people's  head.  I  think  it  is 
something  whose  time  has  long  sense  come  and,  hopefully,  not 
gone. 

I  welcome  the  panel  here  this  morning. 

Mr.  Wise.  I  know  that  we  are  not  the  most  exciting  luncheon 
speakers. 

I  turn  to  Ms.  Shepherd  of  Utah. 

Ms.  Shepherd.  Thank  you.  I  appreciate  the  opportunity  to  be 
here. 

I  thank  the  witnesses  for  being  here.  I  almost  feel  apologetic 
when  I  sit  in  a  hearing  like  this  and  am  one  of  very  few  people  to 
receive  your  comments.  I  want  you  to  know  that  the  schedule  here 
at  the  House  of  Representatives  continues  to  be  an  appalling,  ut- 
terly appalling  thing. 

I,  myself,  am  supposed  to  be  at  this  minute  at  two  other  hear- 
ings, and  I  suppose  that  is  true  of  the  people  who  are  not  here.  We 
mean  no  disrespect.  We  are  trapped  in  a  bad  system. 

Thank  you,  Mr.  Chairman,  for  allowing  me  to  speak.  I  am  going 
to  speak  quickly  and  leave  and  go  to  my  other  hearing. 

I  want  to  testify  because  I  feel  so  strongly  about  this  issue.  I  am 
a  cosponsor  of  this  bill,  H.R.  1182,  which  would  establish  a  Federal 
capital  budget.  I  commend  you  on  your  persistence  and  single- 
handedly  keeping  this  issue  on  the  radar  screen  here  in  Congress. 

I  hail  from  a  congressional  district  whose  residents  religiously 
demand  balanced  budgets  from  their  State  government.  And  under 
the  Constitution  of  the  State  of  Utah,  annual  budgets  must  be  bal- 
anced. 

Yet  as  a  former  State  Senator,  I  know  that  my  State,  which  is 
one  of  the  best  managed  in  the  country,  could  not  enjoy  its  current 
economic  success  if  it  did  not  borrow  a  limited  amount  of  money 
for  long-term  investments.  And  while  I  support  a  balanced  budget 
amendment  at  the  Federal  level,  I  also  believe  that  the  Federal 
budget  structure  should  ultimately  include  a  capital  budget  compo- 
nent. 

It  only  makes  sense  that  those  expenditures  of  the  Federal  Gov- 
ernment, which  make  tangible  contributions  to  our  Nation's  eco- 
nomic well-being,  be  treated  in  the  same  way  that  our  State  and 
local  counterparts  treat  those  investments.  Of  course,  any  policy 
changes,  such  as  those  discussed  today,  must  be  implemented  care- 
fully so  that  adequate  safeguards  protect  taxpayers  from  gim- 
mickry and  abuse. 

While  the  opponents  of  the  capital  budget  raise  legitimate  issues, 
I  am  confident  that  those  issues  and  concerns  can  be  adequately 
addressed. 

Mr.  Chairman,  thank  you.  I  am  looking  forward  to  working  with 
you  on  this  legislation  in  the  months  ahead. 
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Mr.  Wise.  I  thank  the  gentlewoman  and  her  contribution.  She 
has  been  active  in  pushing  the  subcommittee  to  work  on  this. 

I  thank  you. 

I  welcome  the  gentleman  from  New  Jersey  Mr.  Franks. 

Mr.  Franks.  Mr.  Chairman,  I  have  no  opening  statement. 

Mr.  Wise.  Thank  you.  Before  we  proceed  to  hear  from  our  distin- 
guished witnesses,  I  would  like  to  place  into  the  record  at  this 
point  the  prepared  statements  received  from  our  colleagues  here  in 
the  House,  Mr.  Blackwell  of  Pennsylvania,  and  Mr.  Barcia  from 
Michigan. 

[Statements  referred  to  follow:] 
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STATEMENT  OF  CONGRESSMAN  LUCIEN  E.  BLACKWELL 

BEFORE  THE  COMMITTEE  ON  PUBUC  WORKS  AND  TRANSPORTATION 

SUBCOMMITTEE  ON  ECONOMIC  DEVELOPMENT 

CAPITAL  BUDGETING 

HEARING  ON  JUNE  16,  1993 


Thank  you,  Mr.  Chairman.   I  am  pleased 
to  join  you  and  my  colleagues  on  this 
subconunittee  as  we  continue  discussions 
on  Capital  Investments  in  the 
infrastructure  of  our  cities. 
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Over  the  past  decade,  investments  in 
the  infrastructure  of  our  cities  have 
decreased  dramatically.    These 
investments  were  designed  to  create  jobs 
and  spur  economic  growth,  but  over  the 
past  years,there  has  been  a  decrease  in 
the  creation  of  jobs  and  economic  growth 
of  our  cities. 

I  hope  that  as  we  deliberate  the  pros 
and  cons  of  the  legislation  that  is  before 
us  today,  we  remember  that  the  creation 
of  a  capital  budget  for  the  infrastructure 
of  our  cities  will  allow  us  to  start  back  in 


161 

the  right  direction  of  improving  the  life  of 
our  cities. 

We  must  no  longer  neglect  spending 
on  the  infrastructure  of  our  cities,  while 
continuing  to  spend  on  foreign  aid  and 
other  types  of  payments  to  nations 
abroad..    We  must  create  a  long-term 
budgeting  process  as  other  countries  and 
local  municipalities  have  done.    The 
infrastructure  of  our  cities  should  be  paid 
for  over  its  useful  life  rather  than  all  at 
once. 
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In  creating  a  capital  budget,  it  will 
allow  us  the  opportunity  to  put 
Americans  back  to  work  and  to  increase 
the  economic  growth  of  our  cities  that  has 
been  lost  to  the  decrease  in  funding  to  the 
infrastructure  of  U.S.  cities.    We  owe  it 
to  our  cities  and  our  citizens  to  become 
viable  communities  once  gain. 
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Thank  you  Mr.  Chairman,  and  I  look 
forward  to  hearing  the  comments  of  our 
witnesses  on  the  issue  of  capital  budgeting 
today. 
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Q^aaiae  Statement  ^^ 
Honorable  James  A.  Barcia 
Hearing  of  the  Economic  Development  Subcommittee 
June  16,  1993 


MR.  CHAIRMAN,  I  commend  you  for  again  taking  the  lead  in  this  103rd 
Congress  and  addressing  the  critical  national  concern  of  our  investment  in 
infrastructure.    I  have  joined  several  of  our  colleagues  in  cosponsoring  your  bill, 
H.R.  1182  --  the  Capital  Budgeting  Act  of  1993  --  calling  for  a  Federal  capital 
budget,  because  we  need  to  return  responsibility  and  reason  to  the  Federal  budget 
process. 

I  reject  the  argument  that  this  change  in  accounting  procedures  is  a 
gimmick  to  artificially  reduce  the  deficit.    We  will  continue  to  be  able  to  measure 
government  expenditures  on  an  annual  basis.    What  this  bill  will  do  is  allow  us  to 
measure  the  extent  to  which  we  spend  tax  dollars  on  programs  that  have  a  return 
on  our  investment  as  distinguished  from  those  which  do  not. 

For  the  past  two  decades  we  have  seen  our  infrastructure  expenditures 
decline  steadily.    I  came  to  the  Congress  as  part  of  a  Freshman  Class  and  a 
national  movement  which  favors  fiscal  responsibility  and  reducing  government 
waste.    In  this  light,  we  can  not,  as  leaders  of  this  country,  continue  to  lump 
consumption  expenditures  in  to  the  same  category  as  investment  in  the 
transportation,  communications  and  environmental  quality  systems  that  enhance 
this  country's  productivity.    We  do  a  disservice  to  our  future  by  not  placing  the 
appropriate  amount  of  emphasis  on  the  kind  of  spending  that  we  approve. 

I  look  forward  to  working  with  you,  Mr.  Chairman,  on  this  legislation,  and  I 
look  forward  to  the  assistance  that  our  witnesses  will  be  able  to  give  us  during 
these  hearings. 
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Mr.  Wise.  No  further  Members  being  present,  we  now  turn  to  the 
witnesses. 

I  welcome  you  again.  By  previous  discussion,  we  worked  out  an 
order  of  speaking,  in  which  Ms.  HoUis  would  be  first,  Mr.  Wells 
would  be  second  and  Mr.  Thacker  third. 

Our  first  witness  speaking  on  behalf  of  the  American  Planning 
Association  is  Linda  HoUis  of  Tischler  and  Associates. 

TESTIMONY  OF  LINDA  HOLLIS,  AICP,  TISCHLER  &  ASSOCI- 
ATES, INCORPORATED,  BETHESDA,  MD,  SPEAKING  ON  BE- 
HALF OF  THE  AMERICAN  PLANNING  ASSOCIATION;  P.  GER- 
ALD THACKER,  COMMISSIONER,  PUBLIC  BUILDINGS  SERV- 
ICE, GENERAL  SERVICES  ADMINISTRATION;  AND  MILTON 
WELLS,  DIRECTOR  FEDERAL  RELATIONS,  NATIONAL  ASSO- 
CIATION OF  STATE  TREASURERS,  SPEAKING  ON  BEHALF  OF 
THE  ASSOCIATION  AND  THE  REBUILD  AMERICA  COALITION 

Ms.  HOLLIS.  Thank  you,  Mr.  Chairman  and  Members  of  the 
House  Committee. 

I  was  here  in  1987,  representing  the  American  Planning  Associa- 
tion. And  before  Ms.  Shepherd  leaves,  I  would  like  to  tell  you  that 
my  parents  are  from  Utah  and  it  is  a  well-managed  State. 

I  am  with  Tischler  &  Associates,  Inc.,  I  am  the  senior  associate 
with  a  consulting  firm  that  provides  fiscal,  economic  and  planning 
services  to  local  governments  throughout  the  United  States.  In  ad- 
dition to  working  with  local  governments  ranging  from  Albuquer- 
que, New  Mexico,  to  Howard  County,  Maryland,  since  I  was  before 
the  subcommittee,  I  have  been  a  budget  analyst  for  the  State  of 
Maryland.  So  I  bring  local  and  State  experience  to  bear. 

I  am  representing  the  American  Planning  Association  as  an  ac- 
tive member  of  its  Division  for  Economic  Development.  The  Amer- 
ican Planning  Association,  as  you  may  know,  has  about  28,000 
members.  Many  of  the  members  work  directly  on  capital  budgets 
and  programs  throughout  the  U.S.,  and  at  local,  State  and  Federal 
agencies.  We  wanted  to  share  with  you  the  prevalence  of  capital 
budgets  at  the  local  and  State  levels  and  the  benefits  that  capital 
budgeting  bring  to  bear. 

Seventy  percent  of  States  have  some  sort  of  long-term  capital 
budgeting  process  and  over  50  percent  of  cities  and  counties.  With 
the  thousands  and  thousands  of  small  jurisdictions,  the  figure  can- 
not be  much  more  precise  than  that. 

The  other  thing  that  I  wanted  to  start  with  is  some  definitions. 
A  capital  improvement  project  is  a  component  part  of  a  capital 
budget  or  a  capital  program.  And  a  project  is,  as  you  all  know,  a 
major  long-term  investment  in  facilities,  land  or  equipment. 

Local  governments  that  have  a  formalized  process  adopt  a  capital 
budget  every  fiscal  year,  along  with  their  operating  budget.  The 
capital  budget  is  prioritized  based  on  ideally  a  five-  or  six-year  cap- 
ital improvement  program.  I  will  call  that  a  CIP. 

The  CIP,  in  addition  to  prioritizing  capital  projects,  breaks  out 
component  parts  of  the  projects.  The  American  Planning  Associa- 
tion encourages  the  legislative  process  to  include  not  only  the  con- 
struction costs,  but  also  the  planning  costs.  The  feasibility,  engi- 
neering and  design  costs  should  be  considered  capital  spending. 
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The  benefits  of  capital  budgeting  at  the  state  and  local  level  are 
several.  One  is  coordination.  And  our  example  is  a  street  that  has 
to  be  torn  up  to  install  new  water  or  sewer  lines.  Cooperation  is 
essential  so  that  the  street  doesn't  end  up  being  torn  up  two  or 
more  times. 

By  making  public  their  plans  for  long-range  capital  improve- 
ments, the  public  sector  can  let  the  private  sector  know  of  opportu- 
nities for  economic  development  and  thereby  end  up  with  more  le- 
veraged dollars. 

In  the  Washington  area,  for  example,  around  the  Metro  system, 
developers  learn  of  a  proposed  station  and  become  interested  in  of- 
fice and  retail  development  around  the  station.  That  is  one  benefit. 

Avoidance  of  crisis  management  and  avoidance  of  financial  disas- 
ters are  two  more  benefits.  In  other  words,  provide  for  needed  fa- 
cilities before  you  have  to  go  to  double  shifts  of  schools.  We  did 
some  work  with  the  City  of  Chesapeake,  Virginia,  in  the  rapidly 
growing  Tidewater  region.  They  have  over  200  temporary  class- 
rooms. They  basically  did  not  build  schools  while  they  were  grow- 
ing and  they  are  now  in  crisis  management. 

The  final  issue  is  by  shepherding  public  funds  responsibly,  you 
can  get  a  better  bond  rating  and  save  your  citizens  up  to  millions 
of  dollars  in  debt  service. 

Among  the  political  benefits  of  CIPs,  the  American  Planning  As- 
sociation believes  strongly  in  public  participation,  in  getting  dif- 
ferent viewpoints  out  on  the  table.  The  idea  is  that  if  the  different 
public  and  private  sector  actors  can  express  their  interests  in  cap- 
ital projects,  they  will  arrive  at  some  consensus. 

Finally,  we  believe  that  the  capital  budgeting  process  improves 
decision-making  and  enables  better  allocation  of  scarce  resources. 
We  would  see  the  two  main  benefits  of  capital  budgeting  at  the 
Federal  level  being  better  coordination  among  agencies,  and  better 
allocation  of  scarce  resources. 

We  wanted  to  talk  about  two  different  approaches  to  Federal  cap- 
ital spending.  One  is  that  for  direct  Federal  spending,  there  be  a 
capital  budget  and  a  CIP.  The  direct  Federal  spending  in  fiscal 
year  1992  was  about  $20  billion. 

In  addition  to  that,  there  were  Federal  grants  to  State  and  local 
governments  for  capital  spending  and  this  was  about  $29  billion. 
Of  that  latter  amount,  $5  billion  or  18  percent  was  housing  assist- 
ance and  Community  Development  Block  Grants. 

As  H.R.  1182  is  drafted,  this  spending  is  not  addressed  and  the 
American  Planning  Association  would  like  to  encourage  Congress 
to  include  housing  and  community  development  in  its  capital 
budget. 

For  direct  Federal  spending  on  capital  projects,  we  believe  that 
the  appropriate  thing  to  happen  is  for  a  capital  budget  and  a  CIP 
to  be  established  under  the  Office  of  Management  and  Budget.  The 
0MB  would  produce  for  submission  to  Congress  annually  a  capital 
budget  and  an  updated  CIP.  The  CIP  would  have  categories  such 
as  transportation,  water  pollution,  water  resources,  public  build- 
ings, housing  and  community  development. 

In  the  case  of  the  Federal  grants,  of  course,  the  funds  are  going 
to  be  programmed  at  the  State  or  local  level,  but  the  funding  allo- 
cation is  going  to  take  place  at  the  Federal  level.  The  American 
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Planning  Association  recommends  that  this  funding  allocation  proc- 
ess be  informed  by  a  capital  investment  strategy  and  that  this 
strategy  be  advised  by  a  committee  on  capital  budgeting.  We  see 
this  as  an  advisory  committee  composed  of  Federal,  State  and  local 
leaders,  congressional  Members  and  Cabinet  Members,  as  appro- 
priate. 

In  closing,  I  would  like  to  remind  the  subcommittee  that  in  order 
to  rebuild  America's  infrastructure,  we  must  plan  ahead.  The 
American  Planning  Association  believes  that  capital  programming 
and  budgeting  will  better  inform  the  planning  process. 

Thank  you,  Mr.  Chairman. 

Mr.  Wise.  Thank  you  very  much. 

Our  second  speaker  appearing  on  behalf  of  the  National  Associa- 
tion of  State  Treasurers  and  the  Rebuild  America  Coalition  is  Mil- 
ton Wells,  the  Director  of  Federal  Relations  for  the  National  Asso- 
ciation of  State  Treasurers. 

Mr.  Wells.  Good  morning,  Mr.  Chairman,  and  Members  of  the 
subcommittee.  Thank  you  for  the  opportunity  to  appear  before  you 
today. 

My  name  is  Milton  Wells.  I  am  Director  of  Federal  Relations  for 
the  National  Association  of  State  Treasurers.  All  50  States,  plus 
the  District  of  Columbia,  Puerto  Rico,  Guam  and  American  Samoa 
are  represented  in  NAST. 

State  treasurers  are  responsible  for  the  functions  of  cash  man- 
agement, debt  management,  public  pension  fund  investment  and  a 
variety  of  other  functions  in  their  respective  States. 

Lucille  Maurer,  the  State  President  Treasurer  of  Maryland  and 
the  NAST  President,  asked  me  to  convey  her  apologies  at  being  un- 
able to  be  here  today  due  to  a  prior  commitment.  She  is  one  of  the 
three  members  of  the  Board  of  Public  Works  and  is  working  on 
capital  budgeting  in  the  State  of  Maryland  and  the  Governor,  and 
the  Comptroller  and  Treasurer  Maurer,  have  to  vote  on  every  cap- 
ital project  more  than  $50,000  that  the  State  government  under- 
takes. She  feels  strongly  about  the  importance  of  capital  budgeting 
for  prudent  fiscal  management  and  the  need  for  it  at  the  Federal 
level. 

I  also  represent  the  Rebuild  America  Coalition  in  my  remarks  be- 
fore you  today.  The  Rebuild  America  Coalition  founded  in  1987,  is 
a  broad  coalition  of  57  national  public  and  private  organizations 
committed  to  reversing  the  decline  in  America's  investment  in  in- 
frastructure. 

I  am  pleased  that  John  Horsley  is  here  today  in  the  audience.  He 
has  recently  been  appointed  by  the  President  as  the  Deputy  Assist- 
ant Secretary  of  Government  Affairs  at  the  Department  of  Trans- 
portation and  he  is  to  be  sworn  in  today. 

Mr.  Wise.  We  welcome  you,  of  course,  and  we  are  delighted  that 
your  first  stop  on  the  way  to  being  sworn  in  is  this  subcommittee. 
And  we  need  some  help  with  the  administration  on  this  subject,  so 
we  are  delighted  to  have  you  here. 

Mr.  Clinger.  I  would  join  in  welcoming  Mr.  Horsley,  who  I  have 
known  for  many  years  and  who  has  been  an  active,  aggressive,  ar- 
ticulate spokesman  for  what  we  are  talking  about  today. 

Mr.  Wells.  As  you  say,  he  is  a  dramatic  and  articulate  spokes- 
man and  he  has  the  experience  of  being  a  former  county  commis- 
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sioner  from  Washington,  which  puts  him  in  a  unique  position  to 
provide  us  firsthand  experience  and,  hopefully,  to  be  a  firsthand 
advocate  for  our  cause  in  the  administration.  So  we  look  forward 
to  working  with  him. 

The  Rebuild  America  Coalition  Steering  Committee  includes:  The 
American  Consulting  Engineering  Council,  the  Building  and  Con- 
struction Trades  Department  of  AFL-CIO,  the  American  Institute 
of  Architects,  the  American  Public  Works  Association,  the  Amer- 
ican Society  of  Civil  Engineers,  the  Associated  General  Contractors 
of  America,  the  Council  of  Infrastructure  Financing  Authorities, 
the  National  Association  of  State  Treasurers,  Council  of  State  Gov- 
ernments, the  National  Association  of  Counties,  the  National  Asso- 
ciation of  Home  Builders,  the  National  Association  of  Securities 
Professionals,  the  National  League  of  Cities,  the  Public  Securities 
Association  and  the  United  States  Conference  of  Mayors. 

The  Coalition  is  chaired  by  Mayor  Maynard  Jackson  of  Atlanta. 
A  complete  list  of  Coalition  members  is  attached  to  my  testimony 
today. 

The  Coalition  believes  that  our  Nation's  economic  competitive- 
ness and  well-being  are  directly  linked  to  the  condition  and  quality 
of  our  country's  infrastructure  facilities  and  services.  Both  NAST 
and  the  Rebuild  America  Coalition  believes  that  America  is 
underinvesting  in  its  infiastructure;  highways,  bridges,  mass  tran- 
sit facilities,  airports,  wastewater  treatment  plants,  solid  waste  dis- 
posal facilities. 

As  you  look  around  the  hearing  room  today,  you  see  dramatic  ex- 
amples of  what  infrastructure  investment  has  done  to  move  Amer- 
ica forward  economically. 

We  believe  that  this  underinvestment  is  hurting  our  ability  to  be 
competitive  in  the  world  marketplace  and  to  create  jobs  for  our  Na- 
tion's citizens.  How  serious  the  problem  is  can  be  seen  from  the 
statistics  published  by  the  Organization  of  Economic  and  Oper- 
ations Development.  It  reports  that  the  United  States  is  investing 
less  that  .3  percent  of  our  gross  domestic  product  annually  on  in- 
frastructure, lagging  way  behind  other  industrial  Nations  such  as 
Japan,  5.7;  Italy,  4.8  percent;  Germany,  3.7  percent;  France,  2.7 
percent;  Britain,  2  percent;  and  Canada  1.8  percent. 

The  Rebuild  America  Coalition  believes  that  infrastructure  must 
be  a  top  national  priority  to  support  housing  and  community  devel- 
opment and  that  infrastructure  must  be  increased  to  turn  around 
our  Nation's  long-term  economic  decline. 

The  strategy  for  rebuilding  America  should  be  both  short  and 
long  term.  Over  the  long  term,  we  believe  that  rehabilitating  our 
Nation's  core  physical  infrastructure  and  investing  in  leading-edge 
technologies  such  as  smart  highways  and  advanced  information 
systems  will  be  necessary  to  foster  sustained  economic  growth  and 
the  productivity  improvements  for  the  Nation. 

These  longer-term  investments  should  incorporate  comprehensive 
planning,  design  and  construction  to  assist  the  Congress  to  more 
rationally  account  for  the  cost  of  physical  infrastructure.  We  sup- 
port the  establishment  of  a  long-term  multiyear  capital  budget  that 
would  establish  an  infrastructure  investment  account  within  the 
unified  budget. 


169 

We  believe  that  the  proposals  to  divide  the  Federal  budget  into 
separate  operating  capital  budgets  embodied  in  Chairman  Wise's 
H.R.  1182,  the  Capital  Budgeting  Act  of  1993,  and  Congressman 
dinger's  H.R.  1050,  the  Federal  Budget  Structure  Act  of  1993, 
would  cure  one  of  the  most  serious  defects  of  the  current  Federal 
budget  regime. 

The  present  Federal  budget  treats  capital  investments  like  they 
are  current  operating  expenditures.  Logic  and  common  sense  dic- 
tate such  expenditures  should  be  treated  in  a  manner  consistent 
with  what  they  are,  investments  in  our  Nation's  future  growth  and 
productivity. 

As  individuals,  we  do  not  buy  a  house  and  consider  the  purchase 
price  as  current  expenditure.  Businesses  large  and  small,  do  not 
consider  capital  investment  as  current  expenses.  Indeed,  the  Fed- 
eral tax  code  requires  them  to  depreciate  such  expenses  over  a 
number  of  years  or  even  decades. 

States  use  capital  budgeting.  It  is  a  time  for  the  Federal  Grovem- 
ment  to  use  it,  too;  not  just  as  a  footnote  in  a  report,  but  as  a  real 
budgeting  tool  to  set  priorities  and  allocate  scarce  resources.  Not 
coincidentally,  its  adoption  at  the  Federal  level  would  allow  con- 
gressional and  executive  branch  officials  a  better  basis  for  deter- 
mining an  appropriate  level  of  infrastructure  investment. 

TTie  debate  at  the  State  level  about  capital  budgeting  is  not 
whether  to  use  it,  all  States  use  some  form  of  capital  budgeting, 
but  about  the  details.  About  half  of  the  States  set  minimum  ex- 
penditure requirements  for  the  capital  budgets. 

The  minimums  range  from  a  low  of  1,000  in  Utah  to  a  high  of 
250,000  in  the  District  of  Columbia.  Twenty  five  thousand  is  the 
most  frequently  used. 

Other  States  use  broad  definitions  and  include  such  items  as  con- 
struction, improvements,  land  acquisitions,  site  improvements  and 
major  renovations,  according  to  a  recent  study  conducted  by  the  na- 
tional association.  States  like  California,  New  York  and  Illinois, 
with  large,  complex  budgets  use  capital  budgeting. 

I  would  add  one  sobering  thought.  The  total  of  all  State  budgets 
will  be  less  that  the  projected  Federal  budget  deficit  this  year.  We 
join  Pat  Choate  who  appeared  at  your  earlier  hearing  in  the  mar- 
veling that  capital  budgeting  is  not  already  in  place  at  the  Federal 
level. 

We  commend  you,  Chairman  Wise,  Congressman  Clinger,  and 
this  committee,  for  your  attention  to  this  important,  if  somewhat 
arcane,  problem.  We  look  forward  to  working  with  you  in  moving 
forward  to  address  this  issue. 

Mr.  Wise.  Thank  you  very  much. 

Mr.  Wells,  I  appreciate  that. 

Our  final  witness  will  be  Mr.  Gerald  Thacker,  Commissioner  of 
the  Public  Building  Service  of  the  General  Services  Administration. 

Mr.  Thacker,  as  you  begin  your  presentation,  if  you  wouldn't 
mind  addressing  a  few  areas.  One  would  be  the  form  of  budgeting 
that  GSA  presently  employs;  your  impressions  of  how  well  this 
budget  system  has  worked.  Also,  because  you  are  someone  who 
works  with  this  every  day  in  a  direct  governmental  sense,  what 
would  be  the  impact  of  capital  budgeting  on  GSA's  real  estate  ac- 
tivities. 
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Thank  you  very  much  for  being  here. 

Mr.  Thacker.  Yes,  thank  you,  Mr.  Chairman. 

I  want  to  join  my  colleagues  on  the  panel  in  commending  this 
committee  for  addressing  this  issue  and  for  the  efforts  that  you  are 
making  to  get  these  issues  before  the  public  and  addressed  in  this 
kind  of  a  forum. 

I  would  preface  my  remarks  by  simply  saying  that  I  am  very 
happy  to  be  here  this  morning  to  serve  as  a  resource  to  the  commit- 
tee in  providing  some  specific  examples  in  the  case  of  the  Federal 
Buildings  Fund  which  is  used  by  the  General  Services  Administra- 
tion to  acquire,  operate,  and  maintain  the  space  for  which  we  are 
responsible,  to  explain  how  it  now  works  without  a  capital  budget- 
ing program,  and  then  how  it  might  work,  if  we  did  have  a  capital 
budgeting  program.  And  I  hope  that  example  would  be  of  some 
help  to  the  committee  in  its  deliberations. 

Just  as  a  matter  of  general  background,  the  General  Services  Ad- 
ministration is  responsible  for  about  261-million  square  feet  of 
space  in  public  buildings,  which  include  office  space,  courthouses, 
some  specialized  spaces  such  as  computer  rooms  and  laboratories. 
It  doesn't  include  facilities  like  prisons,  military  bases  or  hospitals, 
and  so  on. 

We  do  house  about  half  of  the  Federal  civilian  work  force.  About 
a  million  Federal  employees  are  housed  by  the  General  Services 
Administration. 

Currently,  about  53  percent  of  the  space  controlled  by  the  Gen- 
eral Services  Administration  is  in  government-owned  facilities.  And 
about  47  percent  of  the  space  is  in  price-lease  space.  We  have  some 
charts  that  may  be  helpful  in  just  illustrating  very  quickly  again 
for  you  how  that  process  now  works. 

Mr.  Thacker.  The  Federal  Buildings  Fund,  which  again  is  the 
funding  mechanism  used  by  GSA  to  acquire,  operate,  and  maintain 
buildings,  is  funded  initially  by  the  Congress  in  appropriations  to 
individual  departments  and  agencies  who  are  tenants  of  GSA.  The 
agencies  in  turn,  pay  a  user  fee  to  GSA  for  the  space  that  they  oc- 
cupy. 
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Mr.  Thacker.  Those  user  fees  or  rents  are  set  to  equate  to  what 
that  space  would  rent  for  on  the  private  market.  In  fiscal  year 
1994,  the  example  we  have  here,  the  total  rental  payments  to  GSA 
from  tenants  housed  in  this  261-million  square  feet  of  space  come 
to  about  $4.8  billion.  There  is  about  a  $300  million  carryover  from 
prior  years  available  in  the  Fund,  so  we  have  an  availability  in  this 
example  of  1994  of  $5.1  biUion. 

Now  about  $2.1  billion  goes  to  pay  the  leasing  costs  for  the  47 
percent  of  the  space  that  is  leased  from  the  private  sector.  About 
$1.4  billion  goes  to  pay  for  building  operations,  including  some  of 
the  operational  costs  of  leased  space.  If  we  lease  the  space  where 
the  government  pays  some  of  the  operations  costs  such  as  cleaning, 
heating,  cooling  or  electrical  costs,  then  that  is  included  in  this 
building  operation  budget. 

We  are  trying  to  set  aside  a  percentage  of  the  funds  each  year, 
in  this  example  of  about  $700  million,  to  provide  for  renovations  of 
our  inventory.  A  large  part  of  our  government-owned  inventory  is 
over  40-years  old.  And  we  are  attempting  now  to  set  aside  a  sub- 
stantial amount  each  year  to  modernize  those  facilities. 

So  in  this  example,  sort  of  by  process  of  elimination,  we  would 
have  available  about  $.9  billion  out  of  this  $5.1  billion  for  new  con- 
struction, direct-funded  construction. 

The  $900  million,  as  the  other  witnesses  have  pointed  out,  under 
the  Federal  system,  is  treated  as  cash.  That  is,  each  of  the  projects 
for  which  this  $900  million  in  a  given  year  is  spent,  is  expensed 
in  the  budget  in  the  year  in  which  it  is  approved. 
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Mr.  Thacker.  This  chart  shows  an  example  of  how  widespread 
our  construction  program  is.  We  have  currently  178  capital  projects 
nationwide,  including  51  new  construction  projects,  which  are  rep- 
resented by  the  blue  triangles,  and  127  major  systems  alterations 
and  repairs  to  existing  government-owned  buildings.  So  that  is  just 
again  an  idea  of  how  widespread  the  program  is. 
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Mr.  Thacker.  We  have  developed  requirements  for  this  $900  mil- 
Hon  in  a  fairly  straightforward  way.  We  have  requests  to  us  from 
our  client  agencies  for  new  space,  altered  space  or  expansion  space. 
We  also  have  the  needs  of  our  current  inventory.  As  I  said,  we  are 
tr3dng  to  set  aside  a  substantial  amount  of  money  each  year  to 
modernize  our  current  facilities. 

These  requirements  are  accumulated  by  the  Public  Buildings 
Service  regional  offices  throughout  the  country  who,  in  turn,  are 
also  talking  a  proactive  look  each  year  at  the  housing  needs  of  the 
Federal  agencies  and  local  communities  within  the  regional  bound- 
aries. Our  offices  analyze  those  three  sets  of  requirements  for  each 
community;  that  is  the  needs  of  our  client  agencies,  those  we  deter- 
mine by  reviewing  the  needs  of  our  current  building  inventory,  and 
the  Grovemment's  projected  needs  in  a  particular  community  over 
time,  looking  at  market  conditions,  the  lease  rates  we  are  paying, 
and  so  on.  The  regional  offices  then  propose  to  the  Washington  of- 
fice of  GSA  a  list  of  projects  that  they  feel  need  to  be  done  in  a 
given  budget  year. 

We  then  take  those  projects,  and  at  the  national  level,  with  input 
from  our  client  agencies,  put  together  a  list  of  projects  that  can  be 
funded  in  a  given  year,  again  using  sort  of  an  expensed  budgeting 
framework  and  sum  up  with  how  we  will  spend  the  available  fund- 
ing, for  1994  this  $900  million. 

This  plan  goes  through  the  Office  of  Management  and  Budget  for 
incorporation  in  the  President's  budget,  then  comes  to  the  Congress 
where  the  specific  projects  are  reviewed  by  the  Public  Works  Com- 
mittees, if  they  exceed  the  statutory  threshold  which  is  currently 
$1.6  million  for  a  capital  project.  And  after  authorization,  then  the 
Appropriations  Committees  set  the  limitation  on  obligations  from 
the  Federal  Buildings  Fund. 

The  funds  are  not  appropriated  because  they  are  already  in  the 
Fund  as  payments  from  our  client  agencies,  but  the  Appropriations 
Committees  each  year  determine  how  much  we  can  spend  out  of 
the  Federal  Buildings  Fund  and  in  what  category.  So  it  has  the 
same  effect  as  an  appropriation  in  that  sense. 

So,  again,  that  is  just  to  give  you  an  idea  of  how  we  come  up 
with  the  projects  we  spend  the  money  on,  the  $900  million  for  new 
construction  in  1994. 
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Mr.  Tracker.  So  in  1994,  again  just  a  recap  of  that  $5.1  billion 
in  our  operating  and  capital  budgets:  60  percent  of  our  operating 
budget  is  going  to  pay  the  rental  costs  of  the  47  percent  of  the 
space  that  is  in  lease  space;  about  5  percent  goes  to  pay  salaries 
of  our  employees  in  GSA;  Public  Building  Service,  about  35  percent 
goes  to  operate  the  facilities,  heat  them,  clean  them,  do  minor  re- 
pairs, keep  them  open.  In  our  capital  budget  of  $1.6  billion,  some 
§554  million  is  going  to  pay  for  major  modernization  projects;  and 
about  $747  million,  or  47  percent  plus  design  costs  will  go  for  new 
construction,  which  comes  to  about  the  $900  million  that  we  were 
talking  about  before.  So  that,  in  a  very  simplistic  way,  is  how  the 
program  operates. 

We  have  a  couple  of  more  charts  that  may  be  helpful  to  show 
what  we  consider  to  be  the  problem  that  we  are  faced  with  and 
that  we  are  continually  presenting  to  the  Congress. 
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Mr.  Thacker.  This  chart  represents  the  total  requirements  that 
we  have  accumulated  from  the  process  we  just  described  for  the  pe- 
riod 1994  to  1998.  The  bottom  line  indicates  what  the  revenue  from 
the  Federal  Buildings  Fund  for  capital  expenditures  would  be  dur- 
ing that  time  period.  The  top  line  indicates  what  funds  would  be 
needed  if  we  were  to  satisfy  the  space  requirements  that  we  have 
identified  in  this  five-year  period.  It  includes  funding  for  some 
projects  that  has  been  postponed  from  the  1994  time  period. 

As  you  can  see,  there  is  quite  a  difference  between  the  funds  we 
have  available  and  project  to  have  between  from  1994  to  1998,  and 
what  we  would  like  to  have  available  if  we  were  to  satisfy  all  of 
the  needs  that  we  have  identified. 

The  total  represents  25-  to  26-million  square  feet  of  space.  We 
have  funding  available  in  the  Federal  Building  Fund,  the  bottom 
line,  for  about  5-  to  6-million  square  feet  of  space.  And  the  dif- 
ference, represented  by  the  gap,  comes,  of  course,  to  20-  to  21-mil- 
lion  square  feet. 

The  unmet  need  could  be  as  high  as  20-  to  21-million  square  feet; 
the  difference  between  the  revenues  that  we  have  available  to  pay 
cash  for  new  construction  projects  and  what  could  be  needed  over 
that  period  of  time. 
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Mr.  Thacker.  The  next  chart  might  be  useful  to  compare  to  the 
previous  chart  of  the  Federal  BuUdings  Fund  without  a  capital 
budget.  It  is  an  attempt  to  show  what  the  effect  would  be,  as  we 
understand  it,  if  your  bill  is  implemented  and  applied  to  the  Fed- 
eral Buildings  Fund.  So  it  is  the  same  income  into  the  Fund  but 
rather  than  having  only  $900  million  available  for  capital  expendi- 
ture, this  would  illustrate  the  effect  if  we  were  able  to  use  funds 
from  the  Federal  Buildings  Fund  for  debt  service,  that  is  to  go  on 
to  a  capital  budgeting  program.  By  taking  about  $500  million  for 
debt  service,  we  would  be  able  to  borrow  something  like  $6.2  billion 
for  new  construction  and  pay  for  that  at  that  rate  over  a  30-year 
period. 

And  that,  coincidentally,  would  represent  almost  as  much  space 
as  we  would  need  to  build  in  the  four-  to  five-year  period  that  we 
illustrated  previously. 

Mr.  Wise.  Could  I  interrupt? 

Your  chart  has  reminded  me  that  I  have  a  pair  of  glasses  at  a 
place  in  Bethesda,  and  I  need  to  go  pick  them  up. 

That  orange  line,  is  that  what  you  are  projecting  could  be  done, 
if  our  legislation  were  enacted? 

Mr.  "fiiACKER.  Yes,  what  we  have  done  is  take  approximately 
$500  million  out  of  the  $900  million  that  we  are  now  spending  on 
1994  for  capital  budget,  and  with  two  assumptions:  We  are  assum- 
ing that  we  could  borrow  money  at  the  current  Federal  Financing 
Bank  rate,  which  is  about  7  and  one-eighth  percent  and  that  the 
term  would  be  approximately  30  years.  So  using  the  $500  million 
for  debt  service,  that  is  to  pay  back,  how  much  money  could  we  bor- 
row and  pay  back  at  the  rate  of  $500  million  a  year?  And  the  an- 
swer is,  with  those  terms,  about  $6.2  billion. 

So  the  orange  bar  represents  what  the  construction  value  would 
be  of  $500  million  leveraged  as  opposed  to  expended  in  one  fiscal 
year.  So  this  is  simply  one  example  of  how  we  think  the  current 
bill  might  be  applied  to  the  Federal  Buildings  Fund. 

What  it  would  mean,  again,  in  summary,  is  that  we  would  be 
able  to  leverage  $500  million  into  about  $6.2  bilhon  in  construction. 
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Mr.  Thacker.  Now,  the  last  chart,  I  think  we  previously  touched 
very  briefly  on  the  issue  of  budget  scoring.  There  are  two  slightly 
different  issues  that  you  are  dealing  with:  One  is  the  question  of 
capital  budgeting.  The  other  is  the  issue  of  how  the  budget  views 
and  records  specific  actions. 

This  particular  chart  attempts  to  take  an  example  of  a  certain 
amount  of  space  that  we  project  would  cost  $79.8  million,  if  we 
were  to  build  it  in  the  Federal  Grovemment,  and  illustrates  how 
that  same  amount  of  space  would  be  treated  under  the  current 
budget  scoring  rules  in  different  ways. 

For  example,  if  we  were  to  simply  build  the  $79.8  million  worth 
of  space  in  one  year,  federsdly  funded,  federally  constructed,  the 
budget  authority  would  be  scored  at  $79.8  million  and  outlays 
would  be  scored  over  a  three-year  period;  that  is  the  period  of  con- 
struction. On  the  other  end  of  the  scale,  if  we  were  to  simply  lease 
the  same  amount  of  space,  it  would  be  scored,  in  terms  of  budget 
authority,  at  $9.1  million  a  year,  and  the  outlays  would  begin  when 
the  space  of  occupied  or  the  lease  signed,  and  would  continue  at 
$9.1  million  a  year. 

S©,  as  you  can  see,  there  are  a  number  of  other  options,  depend- 
ing on  how  the  project  is  financed,  the  terms  of  the  lease  arrange- 
ment, who  owns  it,  and  whether  there  is  an  equity  arrangement  at 
the  end.  So  you  have  the  same  amount  of  space  and  the  same  costs 
to  construct  with  the  budget  authority  impact  of  $9. 1  million  in  the 
budget  year  to  as  much  as  $93.2  million  in  a  budget  year.  The  obvi- 
ous implications  of  the  budget  scoring  rules  are  that  we  are  many 
times  driven  to  making  a  decision  about  how  to  provide  space,  not 
on  the  cheapest  way  to  do  it  for  the  taxpayer,  but  the  way  that  has 
the  least  budgetary  impact,  which  in  this  instance,  under  the  cur- 
rent rules,  turned  out  to  be  short-term  leasing  of  the  space. 

So  that  concludes  my  short  presentation,  and  I  would  be  very 
happy  to  clarify  or  answer  any  questions  that  you  might  have. 

Mr.  Wise.  Am  I  correct  in  concluding  from  your  testimony  that 
often  you  are  driven  to  make  certain  decisions  that  might  not  be 
the  best  financially,  but  are  actually  dictated  by  our  present  budget 
procedure? 

Mr.  Thacker.  Absolutely.  I  think  as  this  example  shows  on  the 
chart,  with  the  budget  scoring  rules  applied  to  the  same  amount 
of  space,  the  action  that  would  have  the  greatest  budgetary  impact 
is  one  that  gives  the  government,  the  taxpayers,  an  equity  position 
in  a  project.  The  decision  that  would  have  the  least  budgetary  im- 
pact, that  is  a  short-term  lease,  with  no  equity  position  on  the  tax- 
payers' behalf,  is  one  that  of  necessity  we  are  often  driven  to  imple- 
ment. 

Mr.  Wise.  So  we  end  up  with  the  taxpayers  not  owning  some- 
thing that  they  have  been  pa3dng  a  significant  amount  for  over 
time. 

Mr.  Thacker.  We  certainly  are  reviewing  the  assumptions  that 
we  have  made  over  the  past  two  or  three  years  in  our  planning 
process,  but  as  recently  as  a  couple  of  years  ago,  we  looked  at  the 
space  we  occupied  in  each  community  around  the  country  and  tried 
to  see  how  much  of  that  space  seemed  to  be  fairly  stable;  that  is, 
the  housing  requirement  was  recurring  over  time  and  there  was 
not  a  significant  decrease  in  the  space  required.  And  at  that  point. 
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it  appeared  that  in  about  75  percent  of  our  inventory — we  had  a 
long-term  requirement  for  the  space;  but  we  actually  owned  only 
about  53  percent  of  the  space  we  occupy. 

So  there  is  a  question,  at  least,  that  perhaps  we  should  be  own- 
ing as  much  as  20  percent  more  of  the  space  that  we  occupy  than 
we  presently  do. 

Mr.  Wise.  Ms.  Hollis,  one  of  the  criticisms  of  capital  budgeting 
for  infrastructure  is  that  it  could  possibly  bias  investment  away 
from  other  domestic  investments. 

Have  you  seen  this  occur  in  your  experience?  Do  you  have  any 
thoughts  on  that? 

Ms.  Hollis.  At  the  local  level,  no.  I  think  that  what — as  I  said 
in  1987 — actually  what  has  biased  investment  at  the  local  level  has 
been  the  cutbacks  in  Federal  funds  for  CDBG  or  general  revenue 
sharing,  and  so  forth.  But  I  don't  believe  that — I  think,  in  fact,  as 
Mr.  Thacker  just  pointed  out,  I  think  that  the  capital  budgeting 
process  will  enable  the  use  of  funds  more  wisely  so  that  there 
would  be  more  funds  available.  If  he  could  leverage  money  for  his 
building  fund  for  debt  service,  then  there  would  be  other  funds 
available  for  domestic  programs.  So  I  don't  see  a  danger  of  that. 

Mr.  Wise.  What  do  any  of  you  say,  though,  to  the  criticism  that 
you  are  correct  in  that  you  could  leverage  more  money  for  debt 
service? 

But  I  think,  Mr.  Thacker,  in  some  of  your  projections  you  show — 
for  instance,  under  lease — purchase,  that  underscore  the  present 
scoring  budget  authority,  would  be  $97  million  the  first  year;  under 
an  alternative  means,  it  would  be  $9.5  million  per  year  for  20 
years,  which  I  calculate,  roughly,  to  be  close  to  $200  million  at  the 
end  of  20  years. 

Is  there  some  argument  to  say,  yes,  but  why  are  we  lumping  that 
much  more  on  a  long-term  basis  on  the  taxpayer? 

Mr.  Thacker.  Well,  I  think  there  is  perhaps  a  slightly  different 
interpretation  of  that  number.  Let's  suppose  that  we  are  looking 
only  at  that  alternative.  If  we  were  able  to  borrow  money  at  the 
Federal  Financing  Bank  rate,  and  pay  it  back  over  a  20-year  period 
or  30-year  period,  but  use  20  years  as  comparable  to  the  example, 
it  would  cost  us  less.  Not  as  much  less  as  if  we  were  paying  cash 
for  it,  obviously,  but  it  would  cost  us  less  than  if  we  were  to  occupy 
a  privately  owned  building  under  a  lease  arrangement  for  20  years, 
simply  because  we  are  able  to  borrow  money  at  the  Federal  level 
for  less  than  the  private  sector  is  able  to  borrow  money. 

So  we  would  immediately  capture  at  least  that  difference  be- 
tween what  we  can  borrow  money  for,  again  about  7  and  one- 
eighth  percent,  and  what  the  private  sector  landlord  is  able  to  bor- 
row money  for,  especially  if  we  are  talking  about  a  very  short-term 
lease.  And  the  example  we  are  using  with  the  $9  million  budgetary 
impact  would  be  one  of  a  short-term  lease,  which  means  there  is 
not  much  of  an  advantage  to  the  lessor  of  going  to  the  banker  and 
saying,  "I  have  a  government  lease".  It  is  only  a  five-year  lease,  so 
he  is  not  going  to  get  a  very  good  rate. 

So  certainly  the  least  costly  alternative  for  the  taxpayer  would 
be  to  pay  cash  up  front  as  it  would  be  if  we  were  buying  a  home. 
Certainly,  it  would  cost  us  less  if  we  were  able  to  pay  cash  for  it 
than  if  we  were  having  to  borrow  it  over  30  years.  But  it  is  still 
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less  costly  to  do  that  than  to  lease  the  same  amount  of  space  for 
a  20-year  period. 

Mr.  Wise.  Then  what  I  hear  from  you  is  that  for  the  taxpayer, 
you  may  be  able  to  get  a  few  buildings  built  more  cheaply,  but  you 
are  going  to  be  leasing  more  and  paying  a  lot  more.  I  assume  that 
the  analogy  is  the  same  with  other  infrastructures,  whether  it  is 
a  highway  or  a  bridge  being  constructed,  or  perhaps  even  signifi- 
cantly renovated,  whether  it  is  a  sewage  treatment  plant,  that  over 
time  that  capital  investment,  even  though  you  are  paying  debt 
service,  that  capital  investment  returns  more  to  the  Treasury  ei- 
ther in  economic  development  or  in  savings  than  it  does  the  way 
we  are  presently  operating.  Is  that  a  fair 

Ms.  HOLLIS.  I  have  a  brief  response  and  then  I  will  turn  to  Mr. 
Wells. 

The  building  in  the  GSA  example  would  have  a  useful  life  of 
probably  40  years.  So  once  the  debt  service  was  paid  ofF  at  the  end 
of  the  20  years,  the  cost  to  the  Federal  Government  for  maintain- 
ing that  building  would  be  significantly  less  than  if  you  had  to  con- 
tinue to  lease  space  to  house  those  same  people. 

The  same  is  true,  as  you  suggest,  for  all  the  others,  water,  sewer, 
road  facilities.  Their  useful  life,  given  some  level  of  maintenance, 
should  be  more  than  the  period  of  the  normal  bond  period  of  20 
years.  So,  yes,  it  is  going  to  be  a  good  investment. 

Mr.  Wells.  I  would  agree  with  that.  I  would  think  that  all  you 
need  to  do,  and  we  often  point  with  horror  at  some  of  the  times 
when  useful  life  has  perhaps  gone  a  bit;  such  as  there  are  portions 
of  the  New  York  City  sewer  systems  which  date  back  to  the  colo- 
nial times  and  they  are  still  in  use  today.  So  they  may  have  un- 
doubtedly carried  it  a  little  too  far. 

But,  obviously,  the  use  of  those  systems,  roads,  highways,  exceed 
the  20-year  period  of  time  that  you  are  talking  about  for  capital  fi- 
nancing. You  have  a  residual  value.  United  States  have  the  equity 
interest.  I  think  it  has  the  same  political  impacts.  Unfortunately, 
in  a  number  of  States  those  political  impacts  have  forced  localities 
the — I  notice  that  Congressman  Kim  is  with  us  here — the  tax  limi- 
tation movement  led  localities  to  do  to  things  such  as  selling  off 
public  buildings  and  in  a  lease-back  arrangement  lease  back  the 
building  that  they  previously  owned  because  it  shows  less  of  a  dol- 
lar impact. 

There  is  the  use  of  leasing  of  fire  engines  and  computer  systems, 
a  variety  of  things,  where  it  gets  almost — to  the  Federal  govern- 
ment— that  it  costs  more  in  the  long  run,  but  it  shows  in  that  year 
as  being  a  smaller  amount  of  expenditure.  And  then  you  get  into 
something  akin  to  the  budget  authority  versus  budget  outlay  prob- 
lem that  Mr.  Thacker  referred  to. 

Mr.  Wise.  Perhaps,  I  need  to  step  back  to  my  previous  question, 
because  I  was  getting  into  something  that  we  have  not  discussed. 

You  all  are,^  I  think,  making  the  argument,  properly  so,  based 
upon  accounting  and  the  benefits  that  derive  strictly  from  that  as 
opposed  to  the  broader  subject  of  whether  or  not  this  is  good  for 
economic  development  and  what  additional  returns  come  from  the 
infrastructure.  My  simplistic  argument  is  that  it  permits  construc- 
tion of  that  which  would  return  more  to  the  Treasury  over  time, 
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whether  it  is  from  tax  revenue  or  enhanced  priority  sector  activity, 
than  the  present  system. 

I  have  one  more  brief  question  and  then  relinquish  my  time. 

Ms.  Hollis,  I  think  your  observations  of  my  legislation  are  totally 
adequate  and  certainly  true,  in  that,  I  do  not  include  CDBGs.  I  was 
also  struck  by  the  low  level  of  direct  infrastructure  or  direct  Fed- 
eral spending  on  capital  projects.  You  state  $20  billion.  The  reason 
I  did  not  put  CDBGs  in,  and  I  would  appreciate  your  observation, 
is  that  I  was  trying  to  make  this  as  conservative  as  possible  to  de- 
flect any  criticisms  that  this  would  be  a  way  of  loading  up  as  much 
as  possible  to  take  the  system  off  the  budget. 

Also,  in  CDBGs,  not  all  of  that,  in  my  observation,  goes  to  phys- 
ical infrastructure  or — I  just  wondered  if  you  would  care  to  com- 
ment; how  you  would  score  that,  how  you  would  handle  that? 

Ms.  Hollis.  I  would  require  the  local  governments  and  the  State 
governments  to  account  to  the  Federal  Government  for  their  use  of 
the  grant  funds  to,  based  on  perhaps  the  Advisory  Commission  on 
Capital  Budgeting  Guidelines,  some  formal  set  of  guidelines  that 
are  standardized  for  everybody,  to  distinguish  between  capital 
spending  and  operating  costs.  So,  yes,  if  they  are  using  the  CDBG 
money  for  staff,  then  it  is  not  a  capital  investment. 

But  I  just  think  it  is  important — I  am  not  aware  of  your  position 
and  your  concern  to  get  the  legislation  passed,  but  I  just  think  it 
is  important  that  this  country  consider  the  costs  of  renovating  ex- 
isting public  housing,  for  example,  as  maintaining  an  investment 
that  we  are  not  going  to  replicate  any  time  soon  or  ever,  probably. 
Certainly,  in  our  lifetimes. 

So  that  is  why  I  was  surprised  that  I  didn't  see  it  on  the  list  of 
things  that  was  included  in  the  legislation. 

Mr.  Wise.  Thank  you. 

Mr.  Clinger. 

Mr.  Clinger.  Thank  you,  Mr.  Chairman. 

I  thank  the  panel  for  your  contributions  to  our  consideration  of 
the  capital  budget  concept,  and  helping  us  fashion  what  I  hope  will 
be  a  successful  effort  here. 

One  of  the  major  concerns  and  the  issue  that  really  causes  a  lot 
of  angst  among  people  who  consider  this  is  the  definitional  one. 
The  concern  is  always  expressed  by  those  who  oppose  the  concept 
that  there  will  be  a  rush  to  try  to  define  your  particular  activity 
as  capital,  and  therefore  fenced  within  the  parameters  of  the  cap- 
ital budget.  How  do  you  feel  about  that? 

How  have  the  States  dealt  with  this?  Have  they  been  pretty  rigid 
in  their  definition  of  what  would  constitute  a  capital  budget? 

I  know  in  our  legislation  we  are  pretty  specific  in  defining  what 
would  be  deemed  to  be  capital  for  purposes  of  a  capital  budget.  But 
I  would  be  interested  in  knowing  what  the  experiences  of  the 
States  have  been;  how  they  have  handled  this  definitional  chal- 
lenge? 

Mr.  Wells.  Congressman,  I  think  it  varies  from  State  to  State, 
as  most  things  do.  But  States  consider  themselves  sovereign  and 
like  to  do  their  own  thing.  At  the  same  time,  they  often  borrow  lib- 
erally from  other  States.  I  have  a  state-by-state  chart  that  I  would 
be  happy  to  provide  you  as  to  how  each  State  defines  capital  ex- 
penditures for  their  purpose. 
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It  ranges  from  some  States  including  planning,  acquisition  and 
construction,  and  they  have  a  board  that  uses  the  definition  and 
applies  it  to  the  projects.  Other  States  have  a  very  strict  definition 
in  statute. 

I  thought  that  your  legislation  was  a  very  conservative  approach 
in  defining  physical  infrastructure  and  was  actually  very  good  in 
attacking  the  problem  of  people.  Obviously,  in  Washington  today, 
there  is  a  rush  for  everything  to  be  an  investment.  So  I  would 
agree  with  you  that  this  is  a  problem. 

But  I  think  it  is  a  problem  that  is  not  insurmountable.  States 
have  defined  capital  expenditures,  and  although  the  definitions 
vary,  they  don't  vary  that  much. 

TTiey  pretty  much  are  a  matter  of  splitting  hairs  over  what  you 
ought  to  consider.  It  is  almost  a  question  of  you  know  it  when  you 
see  it.  I  think  to  most  of  us,  know  that  a  highway  is  a  physical  in- 
frastructure investment,  and  other  things  may  not  be. 

Mr.  Clinger.  Some  human  investments  would  not  qualify  as  a 
capital  investment.  I  guess  the  reason  for  the  definition  in  our  bill 
is  to  try  to  avoid  a  referral  to  other  committees.  The  Public  Works 
and  Transportation  Committee. 

Mr.  Wise.  In  which  all  wisdom  resides. 

Mr.  Clinger.  Exactly.  It  seems  to  me  that  it  would  be  very  help- 
ful to  State  and  local  governments  who  basically  use  capital  budg- 
eting, to  have  a  Federal  capital  budget.  It  seems  to  me,  it  makes 
the  job  more  difficult  for  them  in  their  capital  plans  without  know- 
ing from  year  to  year  what  the  Federal  Government  is  going  to  be 
doing.  The  tap  is  on,  the  tap  is  off. 

There  seems  to  be  difficulty  in  fashioning  an  effective  State  cap- 
ital budget,  if  you  don't  know  what,  if  any,  support  you  are  going 
to  receive  from  the  Federal  Grovernment. 

Ms.  HOLLIS.  I  am  sitting  here  shaking  my  head  because  when  I 
go  to  work  with  local  governments,  and  the  issue  of  transportation 
is  timely,  I  will  say:  Gee,  you  have  a  lot  of  money  in  the  first  year 
capital  budget,  but  what  about  the  outyears?  And  they  say:  We 
don't  know  what  we  are  going  to  get  from  the  Federal  Government. 
And  I  agree  this  would  be  helpful  in  their  budgeting. 

Mr.  Wells.  I  think  State  and  local  officials  are  also  frustrated 
by  the  not  knowing.  Bureaucracies  are,  by  their  nature,  adaptable. 
If  they  know  what  the  situation  is  going  to  be  two  years,  three 
years,  four  years,  five  years  and  can  plan  for  that,  they  can  cope 
much  easier  with  that  situation. 

Mr.  Clinger.  I  assume  as  you  said,  for  other  issues,  the  States 
vary,  but  do  their  capital  budgets  normally  look  beyond  one  year? 
Are  we  looking  at  three  years,  five  years? 

Mr.  Wells.  Oftentimes,  five  years,  six  years  down  the  road. 
There  are,  obviously,  statutes  of  getting  citizen  input,  prioritizing 
projects.  I  know  that  in  my  own  Commonwealth  of  Virginia,  there 
is  a  project  for  transportation  planning  that  looks  a  decade  down 
the  road  to  things  that  are  in  the  early  year  2000,  2003,  and  the 
planning  and  purposes  of  interchanges,  of  acquiring  the  land,  of 
dovetailing  with  other  types  of  intermodal  transportation  projects. 
So  there  is  routinely  five  to  six  years. 

Mr.  Clinger.  My  sense  is  that  a  capital  budget  makes  sense  or 
maybe  a  primary  use  of  it  is  as  a  planning  device,  to  get  a  clear 
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idea  of  what  your  needs  are  and  are  planning  that  in  a  systematic 
way  so  that  we  don't  have  this  feast  or  famine  kind  of  thing  that 
we  seem  to  have  too  often  with  the  Federal  infrastructure.  But  the 
arguments  have  been  made,  however,  that  really  the  information 
that  you  need  is  provided  in  special  analysis.  It  seems  to  me  that 
is  inadequate  as  a  planning  tool  because  all  it  does  is  look  back- 
ward. It  tells  you  where  you  have  put  the  investment.  It  gives  no 
direction  as  to  what  States  or  local  government  can  look  to  in  the 
future.  Would  that  be  your  sense? 

Ms.  HOLLIS.  Yes,  it  is  based  on,  as  you  say,  what  has  been  the 
appropriations  in  the  recent  past.  And  should  the  Congress,  should 
the  administration  decide  to  channel  funds  in  some  other  area,  it 
provides  no  guidance;  that  is  right. 

Mr.  Wells.  I  would  concur  with  that. 

Mr.  Clinger.  Well,  I  want  to  thank  all  of  you  for  appearing 
today  and  being  so  supportive.  We  appreciate  it. 

Thank  you. 

Mr.  Wise.  The  gentleman  from  New  Jersey,  Mr.  Menendez. 

Mr.  Menendez.  Thank  you,  Mr.  Chairman. 

As  I  was  listening  to  the  colloquy  between  Mr.  Clinger,  Ms.  Hol- 
lis  and  Mr.  Wells  about  the  frustration  level,  I  was  reminded  that 
New  Jersey  is  one  of  those  States  that  allows  dual  job  holding.  I 
was  a  mayor  and  a  State  Senator  at  the  same  time,  frustrated  with 
the  capital  budgeting  issues,  only  to  come  here  and  be  further  frus- 
trated. I  don't  think  there  is  any  court  of  appeals  to  go  much  high- 
er. 

Because  of  this  experience,  I  am  looking  forward  to  the  Chair- 
man's initiative  and  to  seeing  some  light  at  the  end  of  the  tunnel. 
I  have  a  couple  of  questions. 

Ms.  HoUis,  I  saw  the  benefits  that  you  listed  on  page  three  of 
your  testimony.  I  wonder  if  we  have  quantified  those  into  some  per- 
centage of  what,  in  fact,  we  would  save  or  generate  as  a  basis  of 
the  sum  of  all  the  benefits? 

Certainly,  I  have  personally  experienced  some  of  them,  having 
been  totally  frustrated  for  a  while  when  I  first  became  a  mayor  in 
an  urban  city.  Utility  companies  do  work  on  the  streets  of  our  city 
after  we  had  just  finished  repaving  them.  It  was  extremely  frus- 
trating to  have  the  phone  company,  the  cable  company,  and  all  the 
other  companies  come  in  and  rip  up  what  we  have  done.  To  prevent 
this,  we  instituted  a  five-year  program  where  all  the  utility  compa- 
nies give  us  their  five-year  program  so  we  could  coordinate  them. 

You  also  spoke  about  bonding  and  other  benefits.  I  think  that 
one  of  the  great  assets  of  this  capital  budget  would  be  to  show 
what  it  means  in  dollar  and  cents  terms. 

Ms.  HOLLIS.  I  would  like  to  defer  to  Mr.  Wells  on  that,  because 
I  know  that  Rebuild  America  is  comfortable  that — there  was  a  lot 
of  work  done  on  this  issue  back  in  the  1980's — Pat  Choate  and 
folks  like  him. 

Mr.  Wells.  We  have  quantified  the  need,  but  not  necessarily 
what  these  indicators  would  mean  in  terms  of  dollars.  But  we  could 
certainly  look  into  that  and,  hopefully,  give  something  identifying 
specific  projects  and  how  it  might  help. 

Mr.  Menendez.  I  think  you  are  on  to  something  here"  in  terms 
of  the  benefits  derived  from  a  capital  budget  and  it  would  be  great 
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to  be  able  to  quantify  it,  knowing  how,  by  consortium  with  other 
communities  in  a  regional  approach,  we  were  able  to  improve  our 
bonding  rating  and  by  doing  so,  save  millions  of  dollars. 

When  looking  at  the  opportunities  to  leverage  dollars  in  a  re- 
gional approach,  in  some  areas,  such  as  where  I  am  from,  you  cross 
one  street  and  you  are  in  another  city.  In  those  simple  examples, 
we  saved  an  enormous  amount  of  dollars. 

I  can't  imagine  what  it  would  be  for  the  Federal  Grovemment  to 
take  advantage  of  better  bonding  rates  and  take  advantage  of  what 
Mr.  Thacker  suggested,  you  suggested  leveraging  $500  million  to 
approximately  $6  billion.  A  1,200  percent  leverage.  Those  are  the 
types,  in  what  some  may  consider  a  dry  subject  where  we  don't 
have  all  the  cameras  here,  but  we  are  talking  about  incredible 
amounts  of  dollars  to  the  American  taxpayer. 

I  think  if  we  could  pursue  some  of  these  issues  and  quantify  in 
some  way,  the  different  values  that  are  involved,  we  might  get 
some  people's  attention. 

Mr.  Wells,  you  mentioned  in  your  testimony  what  we  termed  as 
infrastructure,  and  smart  highways,  does  that  include,  for  example, 
fiber  optic  networks? 

Mr.  Wells.  I  think  we  were  talking  about  the  intelligent  high- 
ways that  were  included  in  ISTEA.  I  think  there  are  a  number  of 
things.  I  must  say  that  I  had  last  September,  the  opportunity  to 
use  the  Travel  Tech  System  the  Federal  Highway  Administration, 
to  guide  myself  around  the  highways  and  roads  of  Orlando  while 
we  were  having  a  meeting  there,  and  an  on-board  computer  on  a 
car  connected  to  a  variety  of  transmitting  sites. 

These  are  really  fascinating  things.  And  I  think  actually  the  pri- 
vate sector  may  be  getting  ahead  of  us.  I  notice  that  there  are  a 
number  of  computer  programs  that  are  used  for  planning  a  route. 
You  stick  it  in  your  computer  and  you  know  that  you  can  go  here, 
there,  and  you  can  find  a  restaurant  here  or  there,  a  hotel,  motel, 
whatever  kind  of  facilities. 

So  people  are  really  interested  in  knowing  the  kinds  of  highway 
conditions  they  face  five  miles  down  the  road.  I  think  it  improves 
traffic  flow. 

We  are  fortunate  in  the  Washington  area  to  have  a  number  of 
beginnings  of  this;  the  signs  on  Highway  66.  This  past  weekend  I 
had  my  brother-in-law  here,  and  I  showed  him  on  1-66,  the  cam- 
eras monitoring  the  traffic  flow,  and  he  thought  that  was  a  grand 
idea. 

He  comes  from  Mississippi,  which  is  not  into  that  kind  of  tech- 
nology. But  I  think  the  intelligent  highway  systems  and  the  num- 
ber of  things  that  are  being  done  at  the  universities  and  research 
centers  are  going  to  be  really  important. 

As  this  committee  knows,  there  is  not  a  lot  of  enthusiasm  for 
paving  18  lanes  of  highways,  so  you  have  to  improve  the  traffic 
flow  in  areas  of  urban  and  suburban  congestion. 

Mr.  Menendez.  How  does  the  panel  look  at  things  like  a  fiber 
optic  system  throughout  the  Nation  as  a  long-term  economic  invest- 
ment? Some  people  use  the  word  infrastructure.  Others  do  not. 

Mr.  Wells.  The  Rebuild  America  Coalition  feels  strongly — ^there 
is  some  discussion,  as  Congressman  Clinger  mentioned,  what  do 
you  include  in  infrastructure?  We  feel  that  it  is  very  important  to 


191 

economic  development.   Although  there  is  some  question   as  to 
whether  you  would  want  to  term  it  "traditional  infrastructure." 

Mr,  Menendez.  Very  good.  I  said  that  around  here  there  is  a 
rush  for  everyone  to  have  everything  termed  an  investment.  Maybe 
on  this  side  of  the  Congress.  In  the  last  six  months,  I  haven't  seen 
too  much  action  toward  investment  from  the  other  side. 

Mr.  Wise.  The  gentleman  from  New  Jersey  is  well  spoken.  I 
sometimes  think  there  is  a  rush  towards  disinvestment  in  other 
quarters  of  this  building  or  Capitol. 

I  turn  to  the  gentleman  who  has  been  very  active  on  the  sub- 
committee, particularly  in  this  whole  issue,  and  that  is  the  gen- 
tleman from  California,  Mr.  Kim. 

Mr.  Kim.  Thank  you,  Mr.  Chairman. 

First  of  all,  I  would  like  to  take  this  opportunity  to  thank  you 
for  letting  me  sit  in  this  Ranking  Member's  chair. 

Mr.  Wise.  A  lot  of  upward  mobility  on  this  subcommittee. 

Mr.  Kim.  I  should  take  a  picture  of  me  sitting  up  here. 

I  do  have  a  couple  of  questions  and  comments,  coming  from  a  pri- 
vate background,  I  just  don't  understand  why  such  a  capital  budget 
is  so  complicated.  After  all,  it  is  just  spending  anyway.  I  don't  see 
any  balanced  book  or  any  profit  and  loss  statements.  Simply  spend- 
ing. 

Why  is  it  so  complicated?  That  is  just  my  frustration. 

But  my  question  to  you,  sir,  is  that  I  missed  your  entire  presen- 
tation. I  was  lined  up  in  Congress  to  speak  one  minute,  and  it  was 
almost  like  waiting  for  a  ticket  in  a  baseball  game.  You  have  to 
stand  up  or  otherwise  you  miss  your  turn. 

You  mentioned  a  presentation  that  you  mentioned  this  ratio  of 
government-owned  versus  lease,  Mr.  Thacker.  That  54  to  46 — ^is 
that  good  or  bad?  That  is  my  first  question. 

Mr.  Thacker.  Well,  I  can  explain  using  one  set  of  assumptions, 
that  it  may  be  bad  for  the  taxpayers. 

Mr.  Kim.  Why  would  you  say  it  is  bad  for  the  taxpayer?  Why  do 
you  have  to  have  government-owned  rather  than  lease?  Would  you 
tell  me  that,  please? 

Mr.  Thacker.  Again,  the  current  ratio,  the  261-million  square 
feet  of  space  that  GSA  controls,  53  percent  of  it  is  government- 
owned  and  47  percent  of  it  is  lease  space. 

During  the  past  couple  of  years,  we  have  taken  a  look  across  the 
country  at  the  stability  of  the  government's  need  for  space.  That  in- 
cludes the  amount  of  space  in  particular  communities.  Federal 
need,  the  type  of  space,  and  whether  it  is  specialized  space  like 
courthouses  or  general  purpose  office  space. 

When  that  was  done,  it  appeared  that  about  75  percent  of  the 
space,  the  total  amount  of  space  we  occupied,  is  in  a  very  stable 
condition.  That  is,  there  seems  to  be  a  continuing  need  for  the 
space  over  time,  and  the  general  requirement,  the  type  of  space, 
seems  to  be  very  stable. 

So  that  would  lead  us  to  think  that  perhaps  as  much  as  another 
22  percent  of  the  space  we  occupy,  that  is  from  53  percent  to  75 
percent,  potentially  should  be  government-owned  space,  because  we 
will  continue  to  use  that  space  to  house  those  employees  that  oc- 
cupy that  space  over  a  very  long  period  of  time.  Currently,  we  are 
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leasing  that  space  from  the  private  sector  and  are  pajring  commer- 
cial rates  for  the  space. 

If  we  build  the  building  and  own  the  space,  after  the  cost  of  the 
project  is  amortized  over  time,  the  cost  drops,  as  Ms.  HoUis  pointed 
out,  to  simplify  the  cost  of  operating  the  building.  So  over  time,  it 
is  less  expensive  if  we  own  the  space  than  if  we  were  leasing  on 
the  private  market.  So  there  is  a  potential  for  some  substantial 
savings  to  the  taxpayer  if  we  own  the  space  as  opposed  to  leasing 
it. 

Now,  we  don't  necessarily  have  to  build  it.  We  may  find  that  the 
market  is  right  for  bu3dng  buildings  that  are  currently  available  for 
s£de  or  might  become  available  for  sale.  Or  we  may  find  that  we 
might  want  to  enter  into  a  lease  arrangement  where  we  have  some 
equity  position,  where  we  might  take  ownership  of  the  project  at 
some  point,  with  some  prearranged  payment. 

So  those  are  options  that  we  currently  find  difficult  to  use  be- 
cause of  the  current  budget  scoring  rules,  the  way  the  budget  looks 
at  those  transactions. 

Mr.  Kim.  I  don't  want  to  debate  with  you,  but  I  cannot  agree  with 
you  that  a  government-owned  building  is  actually  a  savings  to  the 
taxpayer.  It  is  very  difficult  for  me  to  believe  that. 

I  don't  believe  that  the  government  should  own  all  the  buildings 
in  the  country.  I  think  we  should  look  into  an  option,  maybe  eq- 
uity— ownership  option  or  lease — ^purchase  option  rather  than  own- 
ing everything  by  government.  I  think  we  should  give  out  at  least 
the  option  to  private  investment  to  come  in  and  build  the  buildings 
and  to  lease  to  the  government. 

Mr.  Thacker.  Oh,  yes,  that  is  quite  valid. 

Mr.  Kim.  You  have  to  buy  insurance  and  maintain  the  building 
and  also  the  initial  capital  investment  has  to  be  long  term.  I  just 
don't  believe  that  it  is  truly  a  savings  to  the  taxpayer,  but  that  is 
just  my  own  perception. 

My  second  question  is  that  you  mentioned  that  rental  pajnnent 
of  leased  buildings  has  gone  up  to  $2  billion  from  one  budget  dur- 
ing the  last  eight  years.  Why  is  that?  Why  such  a  tremendous  in- 
crease in  the  leasing  out? 

Mr.  Thacker.  There  are  two  reasons.  One  reason  is  that  we  are 
housing  more  employees.  That  is  there  has  been  a  4  to  5  percent 
growth  rate  from  the  amount  of  space  that  we  provide  over  the 
past  8  or  10  years.  And  secondly,  I  think  the  costs  reflect  what  was 
a  very  strong  real  estate  market  until  four  or  five  years  ago.  And 
so  the  combination  of  the  two;  that  is,  the  market  itself  and  the  in- 
creased space  that  we  are  providing,  the  growth  in  the  space  that 
we  are  providing  accounting  for  the  increase  in  the  rental  costs. 

Mr.  Kim.  In  summary,  I  wish  that  you  would  look  at  this  again, 
government-owned  versus  government-leased.  I  would  like  to  see 
some  analysis.  If  you  leased  the  building  from  private  sector,  the 
private  owner  will  pay  tax  to  us,  but  if  you  own  the  building  and 
you  are  not  pajring  any  taxes,  that  is  another  thing  we  should  look 
into. 

If  you  look  at  that  factor,  I  am  not  sure  that  owning  by  govern- 
ment is  really,  truly  a  savings  to  taxpayer. 

Mr.  Thacker.  No,  I  understand.  I  will  be  happy  to  do  that.  Yes. 

Mr.  Kim.  Thank  you,  Mr.  Chairman. 
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Mr.  Wise.  Let  me — -just  so  that  I  understand,  the  proposition 
being  that  if  it  is  leased,  then  the  lessor,  the  landlord  will  be  pay- 
ing taxes  to  the  government? 

I  see.  Okay.  And  depending  upon  what  kind  of  tax  legislation 
passes  this  year,  he  or  she  could  be  pa5dng  even  more? 

Ms.  HoUis,  Mr.  dinger  has  already  left  but  he  is,  of  course,  a 
strong  proponent  of  a  Federal  Commission  on  Capital  Budgeting, 
which  you  referred  to  as  well.  Could  you  elaborate  a  little  bit  on 
your  organization's  thoughts  on  what  the  mission  of  such  a  com- 
mission would  be? 

Ms.  HOLLIS.  The  idea  of  this  commission  in  APA's  talking  about 
it,  was  to  guide  the  appropriations  for  Federal  grants  to  State  and 
local  governments.  So  to  get  all  the  interest  groups  and  the  actors 
involved,  to  discuss  what  the  priorities  should  be  and  to  discuss 
things  like  your  question  about  is  the — I  don't  know  the  jargon,  but 
the  intelligent  highway — linking  the  country  by  computers,  is  that 
a  capital  investment?  Is  that  a  wise  investment? 

Let  me  just  say  to  Congressman  Kim,  that  I  think — and  I  do  ref- 
erence the  cost  benefit  analysis,  that  the  kind  of  analysis  that  you 
are  talking  about,  that  would  spell  out  all  the  factors,  and  look  at 
does  it  make  sense  for  the  government  to  build  a  building  or  to  buy 
a  building,  or  is  there  some  other  alternative;  is  a  long-term  lease 
purchase  arrangement  a  good  idea?  I  think  that  kind  of  cost  benefit 
analysis  should  be  done  maybe  under  the  auspices  of  the  staff  of 
this  Commission  of  Federal  Budgeting. 

So  the  guidelines  of  what  constitutes  capital  investment,  how  to 
report  it,  how  the  States  and  locals  should  report  it  back  up,  set- 
ting priorities  for  investment,  that  is  the  main  function  as  we  see 
of  the  commission. 

Mr.  Wise.  I  was  struck  with  your  proposal  on  a  capital  improve- 
ment program  that  provides  that  type  of  coordination  on  a  very 
limited  basis.  In  my  district,  in  the  smaller  counties  we  hold  project 
priority  meetings  in  which  we  meet  with  community  leaders  and 
all  of  us  get  together  under  one  tent  and  list  the  capital  improve- 
ment projects  that  are  necessary  in  that  county,  and  then  rank 
them  and  try  to  get  everyone  to  agree  that  we  will  accomplish  this 
one,  and  then  another,  and  so  on,  so  that  you  do  have  a  list  that 
you  are  working  your  way  down. 

I  will  ask  Mr.  Wells  to  begin,  then  open  it  up  to  anyone.  One  of 
the  concerns  expressed  on  capital  budgeting  is  what  exactly  is  con- 
sidered to  be  a  capital  investment.  Some  of  the  concern  is  that  you 
can  get  into  job  training  and  education  and  they  are  much  harder 
to  ascertain  a  value  to,  and  whether  or  not  that  should  be  consid- 
ered a  capital  investment. 

Let  me  ask  you,  in  the  area  of  physical  infrastructure,  is  there 
enough  experience  presently  at  the  local  and  State  levels  so  that 
the  Federal  Government  would  be  able  to  establish  the  necessary 
depreciation  schedules? 

Mr.  Wells.  Yes,  I  think  that  there  is  no  question  that  there  is 
several  decades  of  experience  at  the  State  and  at  the  local  level. 
There  is  an  office  over  in  the  Department  of  Treasury  that  works 
on  depreciation  schedules,  that  could  provide  some  information  re- 
garding buildings  and  computer  systems;  that  kind  of  thing. 
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Obviously,  there  is  some  questions  that  would  have  to  be  deter- 
mined, whether  it  is  by  commission  or  by  an  office.  I  keep  thinking, 
frankly,  of  a  rather  foreign  example  in  this.  And  that  is  that  we 
have  the  emerging  countries  of  Eastern  Europe  that  have  worked 
on  setting  up  from  scratch  selling  assets,  it  is  like  shipyards  in  Po- 
land and  that  kind  of  thing,  where  they  have  been  able  to  deter- 
mine a  cost  basis  and  set  up  accounting  systems. 

So  really,  I  would  think  it  would  be  a  breeze  for  this  country 
where  we  have  a  great  deal,  we  are  used  to  accounting  and  we  are 
used  to  depreciation  schedules  and  we  are  used  to  a  wide  variety 
of  these  types  of  concepts.  I  don't  know  if  you  want  to  call  it  a  part 
of  our  national  heritage  or  national  curse,  but  nonetheless,  we  do 
have  a  great  deal  of  experience  with  these  things.  And  if  they  could 
do  it,  to  figure  out  how  much  the  Grdansk  Shipyard  is  worth,  it  is 
not  beyond  the  ken  of  normal  possibility. 

Mr.  Wise.  Has  either  your  organization  or  Rebuild  America, 
looked  at  the  proposal  of  a  capital  budget  commission  that  would 
implement  what  you  are  talking  about;  i.e.  would  make  those  de- 
terminations? 

Mr.  Wells.  It  is  not  something  we  have  done  so  far,  but  cer- 
tainly it  is  something  that  we  will  in  the  coming  weeks  and 
months. 

Mr.  Wise.  That  seems  to  me  to  be — well,  on  the  one  hand  there 
seems  to  be  a  question  of  how  do  you  measure  a  road?  And  each 
road  goes  between  different  points. 

The  road  that  Mr.  Kim  may  build  in  Southern  California,  for  in- 
stance, would  probably  have  a  different — service  different  needs 
than,  say,  the  road  that  is  built  between  two  points  in  rural  West 
Virginia;  yet  each  one  is  very  valuable  in  its  own  way. 

But  what  kind  of  depreciation  schedule  do  you  put  on  those? 

On  the  one  hand,  it  sounds  to  me  like  that  is  a  great  problem. 
But  on  the  other  hand,  I  have  to  believe  that  local  and  State  gov- 
ernments have  been  doing  this  for  many,  many  years,  so  it  ought 
to  be  something  that  the  Federal  Government  could  handle. 

Mr.  Wells.  If  I  might  respond  to  that.  I  think  that  there  are  le- 
gions of  highway  engineers  employed  by  the  different  State  depart- 
ments of  transportation  that  answer  the  expertise.  That  is  not 
something  that  we  would  have,  but  they  certainly  know  the  dif- 
ferent economic  factors  that  impact  upon  the  value  of  a  road; 
whether  it  be  from  one  mile  south  of  the  14th  Street  Bridge,  or 
whether  it  be  in  a  part  of  your  beautiful  State  that  perhaps  has 
the  same  kind  of  road  traffic  or  has  different  problems. 

I  attended  a  briefing  on  Kentucky  and  learned  a  great  deal  about 
the  impact  of  coal  trucks  on  highways. 

Mr.  Wise.  Pretty  destructive  on  the  surface. 

Mr.  Wells.  Destructive.  Absolutely.  So  while  Virginia  highways 
and  b3rways  maybe  haven't  the  same  problems,  it  has  its  own 
unique  problems.  And  it  would  have  to  go  into  the  mix  in  consider- 
ing that. 

Mr.  Wise.  Could  you  address,  Mr.  Wells,  or  perhaps  Ms.  Hollis, 
as  well,  the  very  real  question  of  where  you  draw  the  line  on  cap- 
ital investment?  And  Mr.  dinger  rightly  noted  that  we  drew  the 
line  where  the  public  works  jurisdiction  stopped.  To  some  extent 
that  is  correct. 
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But,  obviously,  capital  investment  and  capital  budgeting  are 
things  that  are  going  to  be  considered  by  a  number  of  other  com- 
mittees an3rway.  I  drew  the  line  where  I  thought  there  was  a  fair 
amount  of  consensus  on  what  would  be  considered  a  capital  invest- 
ment and  what  you  could  show  reasonably  to  be  a  depreciation 
schedule. 

I  get  very  antsy  and  uneasy  when  you  wander  into  more  intangi- 
ble areas  such  as  education,  job  training  and  so  on. 

Would  anyone  care  to  discuss  what  the  experience  of  other  States 
or  localities  has  been  in  trying  to  address  these  questions? 

I  guess  at  some  point,  you  could  call  almost  everything  that  we 
do  as  an  investment.  But  I  don't  think  that  is  something  that  we 
want  to  explore.  But  does  anyone  want  to  touch  on  that? 

Mr.  Wells.  I  was  very  impressed,  and  I  think  your  list  is  a  good 
one.  I  am  sure  that  there  are  space  stations  and  other  things  that 
are  outside  the  committee's  jurisdiction,  that  if  you  looked  at  the 
entire  panoply  of  what  the  Federal  Government  does,  I  would  say 
it  looks  like  a  capital  expenditure  to  me. 

I  think  it  does  get  more  difficult  when  you  get  into  the  areas  of 
education,  but  a  great  deal  of  capital  expenditures  are  in  teaching 
tools,  computer  labs,  that  kind  of  thing,  the  innards,  I  guess  you 
would  say,  of  the  school  system,  that  generally  States  £ind  localities 
would  consider  as  being  capital  expenditures. 

Ms.  HOLLIS.  I  think  there  are  two  standards  that  States  and 
locals  use  in  deciding  whether  it  is  a  capital  expenditure.  One  is 
how  long  is  its  useful  life?  Is  it  longer  than  the  five-  or  six-year 
CIP,  to  be  facetious.  Another  is  how  much  does  this  thing  cost? 
How  big  an  investment  is  it? 

But  I  think  you  are  going  to  have  to  make  a  distinction  between 
investments  in  human  capital,  if  you  will,  and  physical  capital.  And 
certainly  it  seems  reasonable  to  me  to  start  with  the  physical  cap- 
ital, the  tangible  assets. 

Mr.  Wise.  I  am  going  to  turn  to  the  gentleman  from  California, 
Mr.  Hamburg,  for  any  questions  that  he  might  have. 

Mr.  Hamburg.  Thank  you,  Mr.  Chairman. 

I  am  sorry  to  be  late  this  morning.  I  was  over  at  a  hearing  on 
a  related  topic,  the  investment  in  our  environmental  infrastructure 
over  at  the  Merchant  Marine  and  Fisheries  Committee. 

I  just  really  appreciate  you  doing  this.  I  know  the  attendance 
here  doesn't  always  indicate  how  important  an  issue  this  is,  but  I 
really  support  this,  and  having  been  a  county  government  official, 
the  ability  to  create  a  capital  budget  separate  from  our  operating 
budget  which  gave  the  public  a  much,  much  clearer  idea  of  what 
we  were  doing. 

I  think  in  this  day  and  age,  when  people  are  so  concerned  about 
Federal  spending  and  the  difficulties,  I  think  this  approach  is  so 
valuable.  I  agree  with  the  idea  that  we  can't  get  into  the  human 
capital  equation  as  part  of  this  capital  budget.  But  I  really  feel  that 
we  need  to  pursue  this  idea  and  educate  the  public  on  it  so  that 
they  understand  the  kind  of  long-term  investments  we  are  making. 
And  I  think  this  idea  really  fits  well  with  our  new  Labor  Secretary 
and  his  ideas  about  what  we  need  to  do  to  build  the  country  in 
terms  of  both  human  and  physical  infrastructure. 
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So  I  just  applaud  you,  Mr.  Chairman,  for  doing  this.  I  want  you 
to  know  that  I  support  the  concept  very  strongly. 

Mr.  Wise.  I  thank  the  gentleman.  And  I  think  your  proposal  is 
excellent. 

I  would  just  like  to  note  that  it  would  be  my  intention  that  we 
could  as  a  subcommittee,  sit  down  and  discuss  where  it  is  we  want 
to  go  on  capital  budgeting  and  work  with  the  administration  to  de- 
velop an  appreciation  for  it.  It  is  my  feeling,  judging  by  discussions 
that  have  been  taking  place,  that  there  is  an  awareness  of  capital 
budgeting  within  the  administration. 

I  don't  think  there  is  a  consensus,  by  any  means,  but  an  aware- 
ness and  interest,  and  we  certainly  want  to  use  this  subcommittee 
to  heighten  that  interest  further. 

Mr.  Kim  did  you  have  any  other  questions? 
Mr.  Kim.  Yes,  thank  you,  Mr.  Chairman. 

I  certainly  concur  with  Mr.  Hamburg's  comments,  that  I  appre- 
ciate you  making  an  attempt  to  separate  them.  I  have  one  com- 
ment, I  have  a  bill  introduced  right  now  soliciting  cosponsorship 
from  Mr.  Wise,  and  precisely  what  that  is  is  to  separate  the  infra- 
structure trust  funds  from  the  budget.  That  way  we  could  track 
them  better,  and  it  appears  no  different  from  your  concept. 

Right  now,  I  think  it  is  outrageous  that  authorized  projects  have 
been  held  hostage  in  order  to  manipulate  the  government  book- 
keeping system  in  such  a  way  so  as  to  make  the  deficit  look  small- 
er than  it  actually  is.  Hence,  there  is  a  tendency  to  not  spend  this 
money,  liie  Government  accumulates  more  money  in  trust  funds  so 
that  it  looks  better  on  the  deficit. 

In  the  Aviation  Trust  Fund,  we  have  more  than  $5  to  $7  billion 
surplus  just  sitting  in  there  and  there  is  no  incentive  to  spend  it. 
I  would  like  to  ask  your  opinion  on  that,  since  you  are  the  budget 
expert. 

Mr.  Wells.  Rebuild  America  strongly  supports  taking  the  trust 
fiind  off  budget,  and  it  has  been  one  of  our  goals  almost  from  the 
beginning.  And  we  think  it  is  only  logical  and  it  would  have  the 
advantage  also  of  making  sure  that  the  people  that  pay  the  money 
into  it  get  a  value  for  what  they  receive. 

I  personally,  not  speaking  for  the  Rebuild  America  Coalition,  but 
I  personally  have  great  concerns  about  the  discontent  that  some 
citizens  feel.  They  feel  they  are  paying  for  something  and  not  get- 
ting it.  And  there  can't  be  a  much  more  vivid  example  of  that  than 
those  of  us  who  pay  the  airline  ticket  tax  and  don't  feel  that  we 
get  the  results  of  that,  or  pay  the  highway  fuel  taxes  and  feel  that 
we  get  a  couple  of  new  pot  holes,  instead  of  what  we  think  perhaps 
we  should  be  getting  from  the  money  that  we  pay,  and  what  people 
perceive  to  be  dedicated  tax  sources. 

But  as  you  say,  due  to  some  accounting  manipulations,  it  just 
goes  to  mask  the  budget  deficit. 
Mr.  Kim.  Thank  you  for  your  support. 
The  bill  number  is  1898. 
Mr.  Wise.  He  is  a  good  salesperson;  isn't  he? 
I  will  be  looking  at  it.  I  happen  to  agree  with  you. 
I  want  to  thank  all  the  witnesses,  Mr.  Thacker,  Ms.  Hollis,  and 
Mr.  Wells,  for  your  attendance  here  today,  and  your  presentations. 
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They  have  been  very  helpful.  We  have  talked  with  you  before, 
and  I  would  like  to  continue  talking  with  you  as  the  subcommittee 
moves  forward.  It  is  my  hope  that  we  can  perhaps  have  one  more 
hearing  a  little  later  in  the  season,  perhaps  with  some  administra- 
tion officials  as  well. 

But  we  are  going  to  move  to  continue  developing  an  awareness 
of  capital  budgeting  and  hopefully  a  markup  vehicle  as  well. 

So  I  want  to  thank  you  again  and  to  declare  this  hearing  ad- 
journed. 

[Whereupon,  at  11:53  a.m.,  the  subcommittee  was  adjourned.] 
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Mr.  Chairman  and  Members  of  the  House  Subcommittee  on  Economic  Development: 

My  name  is  Linda  Mollis.  I  am  the  Senior  Associate  with  the  consulting  firm  of  Tischler 
&  Associates,  Inc.  We  provide  fiscal,  economic  and  planning  services  to  local  governments 
throughout  the  United  States.  In  that  capacity  I  have  worked  on  capital  improvement  programs 
in  jurisdictions  as  varied  as  Albuquerque,  New  Mexico,  and  Howard  County,  Maryland. 

I  am  also  a  member  of  the  American  Planning  Association  and  of  its  Division  for 
Economic  Development.  I  am  honored  to  represent  APA  today.  I  was  also  honored  to  testify 
before  this  Subcommittee  in  1987,  in  my  capacity  as  Chair  of  APA's  National/State  Policy 
Coordinating  Committee. 

I  respectfully  request  that  the  complete  text  of  my  prepared  statement  be  included  in  the 
hearing  record. 

The  American  Planning  Association  is  a  national  organization  of  28,000  members, 
including  public  and  private  planners  and  elected  and  appointed  officials  at  all  levels  of 
government,  as  well  as  educators,  students  and  interested  citizens.  Our  members  belong  to  46 
chapters  covering  every  state  and  Congressional  district. 

APA  was  formed  in  1978  when  the  American  Institute  of  Planners,  established  in  1917, 
and  the  American  Society  of  Planning  Officials,  founded  in  1934,  were  consolidated.  The 
Association's  primary  objective  is  to  advance  the  art  and  science  of  planning  for  the  improved 
development  of  the  nation  and  its  communities,  state  and  regions,  as  well  as  the  conservation 
of  its  resources.  Within  APA  is  the  American  Institute  of  Certified  Planners  (AICP)  which 
focuses  on  professional  development.  Members  of  AICP  are  distinguished  by  having  met 
experience  requirements  and  having  passed  an  examination  on  planning  principles  and  practices. 

The  American  Planning  Association  has  a  major  interest  in  capital  improvement 
programming  and  budgeting.  Many  of  the  Association's  28,000  members  -  professional  staff 
of  municipal  and  county  planning  offices,  members  of  planning  commissions,  city  councils,  and 
other  public  bodies  concerned  with  planning  -  are  directly  involved  in  capital  improvement 
programming  and  capital  budgeting.  Our  membership  also  includes  staff  for  regional  agencies 
such  as  water  utilities  and  sewer  districts,  and  for  state  agencies  such  as  offices  of  planning  and 
budget,  department  of  transportation,  and  environmental  protection  agencies.  Finally,  we  have 
members  working  in  a  variety  of  settings  at  the  federal  level.  Wherever  they  work,  some  of  the 
central  functions  of  the  planning  official  and  the  professional  planner  are  to  assess  the  current 
conditions  of  public  facilities  for  meeting  long-term  needs;  to  analyze  the  costs  and  benefits  of 
various  alternatives  for  meeting  any  identified  needs;  and  to  make  recommendations  to  elected 
officials  on  how  needed  capital  investments  should  be  scheduled  and  financed. 
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Purposes  of  Testimony 

I  have  two  purposes  in  testifying  today: 

The  first  is  to  share  with  the  Subcommittee  the  benefits  that  many  state  and  local 
governments  derive  from  the  use  of  capital  improvement  programming  and  budgeting. 

My  second  purpose  is  to  present  our  reasons  as  to  why  the  federal  capital  programming 
and  budgeting  process  should  be  enhanced.  These  reasons  are  based  on  our  members' 
experience  at  all  levels  of  government. 

Definitions 

I  shall  begin  with  three  definitions.  What  is  a  capital  improvement  project,  a  capital 
budget,  and  a  capital  improvement  program? 

A  capital  improvement  project,  as  defined  by  state  and  local  governments,  is  any  major, 
long-term  investment  for  facilities,  land  or  equipment.  The  definitions  of  "acquisition," 
"construction,"  "public  works  improvements,"  and  "rehabilitation"  in  die  federal  Public  Works 
Improvement  Act  of  1984  would  be  considered  capital  projects.  However,  AP.A  would  go  a  step 
further  and  recommend  including  in  the  definition  of  a  capital  project,  the  costs  of  detailed 
planning,  engineering  and  architectural  studies  conducted  before  construction.  These 
nonconstruction  costs  can  amount  to  6  to  15  percent  of  total  project  costs,  and  budgeting  for 
Uiem  often  implies  a  de  facto  commitment  to  the  project.  Therefore,  it  is  important  to  recognize 
them. 

A  capital  budget  is  the  prioritized  list  of  capital  improvement  projects,  adopted  by  the 
governing  body  along  wiUi  tiie  operating  budget  for  tiie  next  fiscal  year.  It  includes  projects 
fmanced  by  various  revenue  sources.  Before  tiie  annual  capital  budget  is  adopted,  projects 
should  be  prioritized  in  light  of  a  five  to  six  year  capital  improvement  program  (CIP). 

A  CIE  is  a  longer-term  plan  or  schedule  of  improvements.  Whereas  die  annual  capital 
budget  commits  the  governing  body  to  a  particular  expenditure  in  a  particular  year,  the  CIP  is 
not  legally  binding.  It  does,  however,  provide  a  general  orientation  to  capital  project  priorities 
at  a  given  point  in  time  and  also  identifies  the  sequence  of  events  that  is  necessary  (e.g., 
feasibility  studies,  preliminary  engineering,  detailed  engineering,  and  construction)  for  projects 
to  be  built. 

Having  defined  these  terms,  we  will  now  comment  on  the  frequency  of  their  existence. 
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Prevalence  at  State  and  Local  Levels 

Capital  budgeting  and  capital  improvement  programming  are  relatively  common  among 
state  and  local  governments.  Surveys  by  the  federal  Office  of  Management  and  Budget  and  the 
National  Conference  of  State  Legislatures  found  that  more  than  70  percent  of  states  have  some 
type  of  long-range  capital  budgeting  process. 

On  the  local  level,  the  American  Public  Works  Association  found  in  1980  that  more  than 
half  of  the  cities  and  counties  nationwide  had  multi-year  capital  improvement  programs.  These 
figures  are  probably  higher  now. 

Not  all  of  these  budgeting  processes  are  alike,  nor  do  they  have  to  be.  But  their 
prevalence  reflects  a  determination  on  the  part  of  state  and  local  governments  and  of  their 
citizens  to  bring  about  a  more  rational  and  effective  approach  to  decision-making  on 
inftastructure  improvements. 

Benefits  of  CIPs 

The  prevalence  of  CIPs  at  the  state  and  local  levels  reflects  the  benefits  that  these 
governments  and  their  citizens  have  derived  from  their  use.  These  benefits  are  of  an  economic 
as  well  as  a  political  nature.    Here  are  five  economic  benefits: 

1)  By  planning  ahead,  state  and  local  governments  can  coordinate  among  functional  areas 
within  their  own  departments,  with  private  developers,  and  with  other  levels  of  government. 
Such  coordination  can  ensure,  for  example,  that  streets  and  highways  only  have  to  be  dug  up 
once  for  the  installation  of  new  sewer,  water,  gas  and  cable  television  lines,  not  four  times. 
This  saves  everyone  time  and  money  and  reduces  inconvenience. 

2)  By  sharing  and  coordinating  their  plans  for  capital  improvements  with  the  private  sector, 
state  and  local  governments  can  create  opportunities  to  leverage  public  dollars  and  to  foster 
economic  development. 

3)  By  planning  ahead,  costly  crisis  management  can  be  avoided.  With  planning  and  lead 
time,  state  and  local  governments  have  the  option  of  asking  whether  a  facility  is  really  needed, 
and  to  assess  other,  perhaps  more  cost-effective,  alternatives. 

4)  Capital  programming  and  budgeting  also  provides  an  opportunity  to  avoid  financial 
disasters,  with  everything  falling  apart  at  the  same  time.  By  planning  ahead,  projects  can  be 
scheduled  over  time  and  new  sources  of  funding  explored. 

5)  Capital  programming  and  budgeting  can  help  state  and  local  governments  to  demonstrate 
to  the  bond  rating  agencies  that  they  are  managing  their  capital  assets  with  care.  Bond  ratings 
can  be  improved,  saving  these  governments  and  their  citizens  considerably  money  in  debt 
service. 
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There  are  two  significant  political  benefits  of  CIPs: 

1)  The  most  obvious  benefit  of  capital  programming  and  budgeting  processes  is  the 
exceptional  degree  of  consensus  on  the  final  budget  that  can  result.  Citizens  are  pleased  with 
a  process  that  gives  them  the  opportunity  to  review  and  question  the  recommendations  of  staff, 
as  well  as  to  put  forward  projects  of  their  own.  Elected  officials  are  particularly  pleased  with 
the  process  because  the  decisions  are  both  economical  and  publicly  supported.  This  makes  the 
job  easier  for  elected  officials,  who  are  often  caught  between  technical  arguments,  on  the  one 
hand,  and  the  public's  wishes  on  the  other. 

2)  Finally,  the  capital  programming  and  budgeting  process  can  improve  the  quality  of 
politics.  Making  decisions  on  capital  investments  is  not  a  scientifically  rational  process.  Such 
decision-making  is  the  very  essence  of  politics,  in  the  best  sense  of  the  word.  The  question  is 
how  to  allocate  very  scarce  resources  among  competing  demands.  Conflicts  arise  in  this  process 
because  different  individuals  and  different  groups  place  different  values  on  various  options.  A 
good  capital  programming  process  in  a  state  or  local  community,  however,  can  provide  a  setting 
in  which  to  manage  these  inevitable  conflicts.  This  is  done  by  involving  everyone  in  the 
process,  making  available  adequate  information,  and  the  opportunity  to  express  one's  views  and 
to  hear  the  views  of  others.  Capital  programming  creates  an  opportunity  to  organize  and  make 
thoughtful  the  difficult  political  process  of  choosing  among  options  for  spending  limited  dollars. 

Capital  Programming  and  Budgeting  on  the  Federal  Level 

As  on  the  state  and  local  levels,  capital  programming  and  budgeting  on  the  federal  level 
will  have  the  following  benefits: 

1)  Better  coordination  among  agencies,  with  the  private  sector,  and  with  other  levels  of 
government.  For  example,  different  agencies  may  be  able  to  share  facilities,  such  as  a  post 
office  also  housing  a  Farmers  Home  Administration  office.  Another  example  is  the  decision  to 
build  a  reservoir  or  a  recreation  area  and  its  impacts  on  local  government.  If  notified  five  or 
six  years  in  advance,  local  planners  could  make  provisions  for  expected  increases  in  traffic  and 
other  demands  on  public  facilities  resulting  from  such  a  development. 

2)  Better  allocation  of  scarce  resources.  We  believe  that  capital  programming  and  budgeting 
will  allow  the  federal  government  to  spend  money  wisely,  not  save  money  foolishly.  The 
process  will  give  Members  of  Congress  an  overview  of  federal  capital  investments  and  a  much 
clearer  sense  about  how  to  target  federal  spending  to  help  meet  national  objectives.  It  will  build 
consensus  for  the  final  budget  document  adopted  by  Congress  because  interested  parties  will 
have  an  opportunity  to  influence  the  process  and  will  be  more  able  to  understand  why  certain 
budgeting  decisions  were  made.  Individual  federal  departments  and  bureaus  will  have  an 
opportunity  to  explain  and  advocate  their  perspectives.  Proponents  and  opponents  can  support 
or  question  alternative  capital  investment  strategies. 
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There  are  two  main  types  of  federal  capital  investment.  The  first  type  is  direct  federal 
spending  on  capital  projects,  estimated  at  $20  billion  in  FY92.  The  second  type  is  federal  grants 
to  state  and  local  governments,  estimated  at  $29  billion  in  FY92. 

Of  total  federal  grants  to  state  and  local  governments  in  FY92,  over  $5  billion  or  almost 
18  percent,  was  in  the  form  of  Housing  Assistance  and  Community  Development  Block  Grants. 
This  spending  is  not  addressed  by  H.R.  1 182.  APA  believes  that  it  is  important  to  quantify  all 
federal  spending  for  physical  investment,  and  encourages  the  Congress  to  include  housing  and 
community  development  in  its  capital  budgeting  process. 

APA  believes  that  both  direct  federal  spending  and  federal  grants  for  capital  facilities  are 
important,  and  both  could  benefit  from  better  planning.  Different  approaches  are  appropriate 
for  each.  For  direct  federal  spending,  we  recommend  a  six-year  CIP.  For  federal  grants,  we 
recommend  a  broader  capital  investment  strategy.  Each  approach  will  be  described  in  turn 
below. 

Federal  capital  projects  include  such  items  as  roads  and  bridges,  airports,  mass  transit, 
water  and  wastewater  systems,  hospitals,  railroads,  housing,  and  public  buildings.  For  these 
expenditures  we  recommend  that  the  Office  of  Management  and  Budget  have  responsibility  for 
the  annual  capital  budget  and  the  six-year  CIP.   These  responsibilities  would  include: 

1)  Developing  standard  procedures  by  which  federal  agencies  would  submit  projects  for  the 
capital  budget  and  the  longer-term  CIP.  These  procedures  would,  in  part,  involve  responding 
to  questions  on  relative  need  and  priority,  alternatives  considered,  status  of  plans  {e.g.,  is  the 
project  ready  to  go?)  and  cost-benefit  analysis. 

2)  Developing  ranking  criteria  and  priorities  for  projects  through  a  rule-making  process, 
based  on  general  Congressional  guidelines  in  federal  statutes. 

3)  Setting  a  cap  on  spending  for  capital  investments,  and  projecting  that  cap  over  the  life 
of  the  CIP.  A  rule  of  thumb  in  local  government  is  that  from  8  to  10  percent  of  operating  or 
current  expenses  should  go  for  capital  projects. 

4)  Producing,  on  behalf  of  the  Administration,  the  capital  budget  and  CIP  document  for 
submission  to  Congress.  The  document  would  categorize  federal  capital  investments  by  type 
(e.g. ,  transportation,  water  pollution,  water  resources,  public  buildings,  housing  and  community 
development)  and  would  set  investment  priorities  within  the  various  funding  categories, 
consistent  with  overall  spending  limits. 

5)  Tracking  projects  once  Congress  has  approved  them  and  reporting  on  the  implementation 
of  the  capital  budget  and  CIP.   This  report  would  be  part  of  the  annual  budget  process. 
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In  the  case  of  federal  grants,  we  expect  any  capital  facilities  they  fund  to  be  programmed 
at  the  state  or  local  level.  The  decisions  to  be  made  at  the  national  level  are  where  to  allocate 
scarce  resources  ~  on  what  types  of  facilities.  These  decisions  should  be  informed  by  an  overall 
federal  capital  investment  strategy. 

Such  a  strategy  would  begin  to  link  together  individual  programs,  relating  them  to 
important  goals  such  as  economic  development  and  fiscal  soundness.  We  recommend  that  such 
a  strategy  be  formulated  with  the  advice  of  groups  like  the  Council  of  Economic  Advisers,  the 
National  Economic  Council  and  the  Domestic  Policy  Council.  We  further  recommend  that  there 
be  established  an  Advisory  Committee  on  Capital  Budgeting.  This  Advisory  Committee  would 
be  composed  of  federal,  state  and  local  officials,  Congressional  leaders,  and  appropriate  cabinet 
members. 

There  are  good  precedents  for  this  approach  at  the  state  and  local  levels.  For  example, 
St.  Paul,  Minnesota,  has  established  a  "capital  allocation  policy."  This  is  a  set  of  statements 
guiding  how  the  city  should  allocate  its  capital  funds.  It  is  prepared  every  two  years  by  the 
city's  planning  commission  with  input  from  citizens  and  staff,  and  adopted  by  the  city  council. 
The  policies  are  quite  comprehensive,  addressing  issues  such  as  overall  debt  limitation, 
guidelines  for  the  use  of  various  types  of  funds,  identification  of  priority  areas  for  investment, 
minimum  or  necessary  requirements  for  individual  projects  (e.^.,  return  on  investment),  and 
even  clear  prohibitions  on  some  types  of  projects.  The  capital  allocation  policy  is  the 
underpinning  for  the  five-year  CIP  and  the  city's  annual  capital  budget. 

APA's  Recommendations 

We  recommend  that  a  federal  capital  investment  strategy,  similar  to  St.  Paul's  capital 
allocation  policy,  be  developed  as  part  of  the  annual  budget  process.  In  addition  to  this  strategy 
for  allocating  federal  grants,  we  recommend  the  formulation  of  an  annual  capital  budget  and  a 
six  year  capital  improvement  program  for  direct  federal  spending  on  capital  facilities. 

As  you  know,  Mr.  Chairman,  in  1984  the  House  Public  Works  and  Transportation 
Committee  originated  the  Federal  Capital  Investment  Program  Information  Act,  which  was 
enacted  into  law.  APA  supported  this  bill  and  testified  on  its  behalf.  Pursuant  to  this 
legislation,  the  Office  of  Management  and  Budget  now  produces  ten  year  projections  of  physical 
investment  outlays.  0MB  also  publishes  the  Supplement  to  Special  Analysis  P.  We  believe 
these  are  constructive  first  steps  and  a  sound  foundation  upon  which  our  recommendations  can 
build. 

We  now  urge  Congress  to  favorably  consider  legislation  establishing  a  capital 
improvement  program  for  federal  projects  and  a  capital  investment  strategy  for  federal  grants. 
The  strategy  for  federal  grants  should  be  guided  by  an  intergovernmental  Advisory  Committee 
on  Capital  Budgeting,  as  discussed  above. 
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Mr.  Chakman  and  Members  of  the  Subcommittee,  in  order  to  rebuild  America's 
infrastructure,  we  must  plan  ahead.  The  federal,  state  and  local  governments  must  judge  which 
facilities  are  most  critical  to  their  goals;  when  they  should  repair  or  rehabilitate  as  opposed  to 
replace  facilities;  and  what  level  of  services  or  quality  of  facilities  truly  reflects  citizens'  desires 
and  willingness  to  pay. 

Thank  you  for  the  opportunity  to  express  the  views  of  the  American  Planning 
Association.  We  would  be  delighted  to  assist  the  Subcommittee  in  this  important  matter  and  to 
respond  to  your  questions. 
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Good  morning,  Mr.  Chairman  and  members  of  the  Committee. 
Thank  you  for  the  opportunity  to  appear  before  you  today. 

My  name  is  Milton  Wells.  I  am  Director  of  Federal  Relations 
for  the  National  Association  of  State  Treasurers.  All  fifty 
states,  plus  the  District  of  Columbia,  Puerto  Rico,  Guam  and 
American  Samoa  are  represented  in  NAST.  State  treasurers  are 
responsible  for  the  functions  of  cash  management,  debt  management, 
public  pension  fund  investment,  and  a  variety  of  other  functions  in 
their  respective  states.  Lucille  Maurer,  the  State  Treasurer  of 
Maryland  and  NAST  President,  asked  me  to  convey  her  apologies  at 
being  unable  to  be  here  today  due  to  a  prior  commitment.  She  feels 
strongly  about  the  importance  of  capital  budgeting  for  prudent 
fiscal  management  and  the  need  for  it  at  the  Federal  level.  She 
hopes  to  address  you  at  a  later  hearing. 

I  also  represent  the  Rebuild  America  Coalition  in  my  remarks 
before  you  today.  The  Rebuild  America  Coalition,  founded  in  1987, 
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is  a  broad  coalition  of  57  national  public  and  private 
organizations  committed  to  reversing  the  decline  in  America's 
investment  in  infrastructure.  Its  Steering  Committee  includes  the 
American  Consulting  Engineers  Council,  the  Building  &  Construction 
Trades  Department/ AFL-CIO,  the  American  Institute  of  Architects, 
the  American  Public  Works  Association,  the  American  Society  of 
Civil  Engineers,  the  Associated  General  Contractors  of  America,  the 
Council  of  Infrastructure  Financing  Authorities,  the  National 
Association  of  State  Treasurers/ Council  of  State  Governments,  the 
National  Association  of  Counties,  the  national  Association  of  Home 
Builders,  the  national  Association  of  Securities  Professionals,  the 
National  League  of  Cities,  the  Public  Securities  Association  and 
the  United  States  Conference  of  Mayors.  The  Coalition  is  chaired 
by  mayor  Maynard  Jackson  of  Atlanta.  A  complete  list  of  Coalition 
members  is  attached  to  my  testimony  today.  The  Coalition  believes 
that  our  nation's  economic  competitiveness  and  well-being  are 
directly  linked  to  the  condition  and  quality  of  our  country's 
infrastructure  facilities  and  services. 

Both  NAST  and  the  Rebuild  America  Coalition  believe  America  is 
underinvesting  in  its  infrastructure  -  highways,  bridges,  mass 
transit  facilities,  airports,  wastewater  treatment  plants,  solid 
waste  disposal  facilities.  This  underinvestment  is  hurting  our 
ability  to  be  competitive  in  the  world  marketplace  and  to  create 
jobs  for  our  nation's  citizens.  How  serious  the  problem  is  can  be 
seen  from  statistics  published  by  the  Organization  for  Economic 
Cooperation  and  Development.   It  reports  that  the  United  States  is 
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investing  less  than  .3%  of  its  Gross  Domestic  Product  annually  on 
infrastructure,  lagging  way  behind  other  industrial  nations  such  as 
Japan  (5.7%),  Italy  (4.8%),  Germany  (3.7%),  France  (2.7%),  Britain 
(2.0%)  and  Canada  (1.8%).  The  Rebuild  America  Coalition  believes 
that  infrastructure  must  be  a  top  national  priority  to  support 
housing  and  community  development,  and  that  infrastructure  must  be 
increased  to  turnaround  our  nation's  long-term  economic  decline. 

The  strategy  for  rebuilding  America  should  be  both  short  and 
long  term.  Over  the  long  term,  we  believe  that  rehabilitating  our 
nations 's  "core"  physical  infrastructure  and  investing  in  leading- 
edge  technologies  such  as  "smart  highways"  and  advanced  information 
systems  will  be  necessary  to  foster  sustained  economic  growth  and 
productivity  improvements  for  our  nation.  These  longer  term 
investments  should  incorporate  comprehensive  planning,  design  and 
construction  to  promote  effective  results  for  the  healthy 
development  of  the  nation's  infrastructure. 

To  assist  the  Congress  to  more  rationally  account  for  the  cost 
of  physical  infrastructure,  we  support  the  establishment  of  a  long- 
term,  multi-year  capital  budget  that  would  establish  an 
infrastructure  investment  account  within  the  unified  budget. 

We  believe  the  proposals  to  divide  the  Federal  budget  into 
separate  operating  and  capital  budgets  enl)odied  in  Chairman  Wise's 
H.R.1182,  the  Capital  Budgeting  Act  of  1993,  and  Congressman 
dinger's  H.R.1050,  the  Federal  Budget  Structure  Act  of  1993,  would 
cure  one  of  the  most  serious  defects  of  the  current  Federal  budget 
regime.  The  present  Federal  budget  treats  capital  investments  like 
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they  are  current  operating  expenditures.   Logic  and  common  sense 
dictate  such  expenditures  should  be  treated  in  a  manner  consistent 
with  what  they  are  -  investments  in  our  nation ' s  future  growth  and 
productivity . 

As  individuals,  we  do  not  buy  a  house  and  consider  the 
purchase  price  as  a  current  expenditure.  Businesses  -  large  and 
small  -  do  not  consider  capital  investments  as  current  expenses. 
Indeed  the  Federal  tax  code  requires  them  to  depreciate  such 
expenses  over  the  number  of  years  of  even  decades. 

States  use  capital  budgeting.  It  is  time  for  the  Federal 
government  to  use  it  -  not  just  as  a  footnote,  but  as  a  real 
budgeting  tool  to  set  priorities  and  allocate  scarce  resources. 

Not  coincidentally,  it's  adoption  at  the  Federal  level  would 
allow  Congressional  and  Executive  branch  officials  a  better  basis 
for  determining  an  appropriate  level  of  infrastructure  investment. 

The  debate  at  the  state  level  about  capital  budgeting  is  not 
whether  to  use  it  -  all  states  use  some  form  of  capital  budgeting, 
but  about  the  details,  i.e.  defining  capital  expenditures,  how  to 
deal  with  maintenance  expenses,  etc.  About  half  of  the  states  set 
minimum  expenditure  requirements  for  their  capital  budgets.  The 
minimums  range  from  a  low  of  $1,000  in  Utah  to  a  high  of  $250,000 
in  the  District  of  Columbia.  $25,000  is  the  most  frequently  used 
minimum  for  states  for  capital  expenditures.  Other  states  use 
broad  definitions  and  include  such  items  as  construction, 
improvements,  land  acquisition,  site  improvements,  and  major 
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renovations  according  to  a  recent  study  conducted  by  the  National 
Association  of  State  Budget  Officers. 

States  like  California,  New  York,  and  Illinois  with  large, 
complex  budgets  use  capital  budgeting. 

I  would  add  one  sobering  thought  -  the  total  of  all  state 
budgets  will  be  less  than  the  projected  Federal  budget  deficit  this 
year . 

We  join  Pat  Choate  who  appeared  at  your  earlier  hearing  in 
marveling  that  capital  budgeting  is  not  already  in  place  at  the 
Federal  level. 

We  commend  you,  Chairman  Wise,  Congressman  dinger,  and  this 
Committee  for  your  attention  to  this  important,  if  somewhat  arcane, 
problem. 

We  look  forward  to  working  with  you  in  moving  forward  to 
address  this  issue. 
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